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In the Great Southwest — ST. LOUIS 
In St. Louis- THE FIRST NATIONAL 


HE Southwest, a dominant section 
Tes the country; St. Louis, the domi- 
nant city of the Southwest and the center 
of the nation. The First National the 
largest bank in St. Louis and one of the 
country’s greatest banks ... numbers 
among its customers outstanding business 
concerns throughout the entire nation. 
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The Opening of a Great Drama 


«—— [THE JOURNAL COVER ILLUSTRATION ; FROM A PAINTING BY WALTER DE MARIS]——« 


NE would scarcely think that 
O a speck of yellow metal in a 
woman’s hand would change 
the course of lives in every town and 
hamlet in the United States, would 
start the peopling of a vast Empire, 
would cause crews to desert their 
ships and leave a merchant fleet to 
ride alone and unguarded in a bay of 
the Pacific, but all that happened, as 
everyone knows, be- 
cause a woman found 
a bit of gold in the bot- 
tom of her soap kettle! 
That was the open- 
ing of the drama of 
California back in 
February in the year 
of 1848. The prelude 
was work on the con- 
struction of a sawmill 
on the American Fork 
of the Sacramento 
River. The work had 
been under way for 
several months when 
one day the water in 
the mill race being 
shut off, two of the 
party, on a trip of inspection of the 
work, saw something bright lying on 
a muddy rock. 

The bright metal was handed to 
Martin Wimmer, the young son of 
one of the men who had found it, and 
he was told to give it to his mother, 
Jenny Wimmer, who was the party’s 
cook to test it with “saleratus water” 
to see if it would tarnish. 

“This is gold,” said Mrs. Wimmer. 
“T will throw it into my lye kettle, 
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and if it is gold it will be gold when 
it comes out. 
“T finished off my soap thatday,” as 
she told the story, ‘‘andsetitoffto cool 
and it staid there till next morning. 
“At the breakfast table one of the 
workhands said, ‘I heard something 
about gold being discovered, what 
about it?’ 
“T told him it was in my soap kettle. 
“A plank was 
brought for me to lay 
my soap upon and [| 
cut it into chunks. At 
the bottom of the pot 
was a double handful 
of potash which I 
lifted in my two hands 
and there was my gold 
as bright as could be. 
“Mr. Marshall who 
with her husband had 
found the gold in the 
mill race still con- 
tended it was not gold 
but whether he was 
afraid his men would 
leave him, or he really 
thought so, I do not 
know. Not being sure it was gold, 
Mr. Wimmer urged Mr. Marshall 
to go to the fort and have it tested. 
He did so and George McKinstry, 
an assayer, pronounced it gold.” 


‘THE painting from which this 

month’s cover illustration was 
made is the artist’s conception of the 
first appearance of the little magnet 
which started a tremendous migra- 
tion. 
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Holding and increasing 
public confidence for 


nearly a quarter-century 


is experience and progress of 
twenty-two years of building quality 
motor cars have entered into the con- 
struction of the Willys-Overland line — 
the new Superior Whippet, Fours and 
Sixes, and the new style Willys-Knight. 


By offering a fine product at remarkably 
low cost, Willys-Overland passes on to 
the motoring public the benefits made 
possible by this Company’s tremendous 
resources and purchasing power, com- 
plete facilities, and advanced manufac- 
turing and merchandising methods. 


Acceptanceof Willys-Overland products 
has never been greater than it is today. 
One of the oldest and largest manu- 
facturers in the automobile industry, 
Willys-Overland is justly proud of the 
enthusiasm accorded its new line. 


rourss WHIPPET 
WILLYS-KNIGHT 


WILLYS-OVERLAND, INC., TOLEDO, OHIO 
WILLYS-OVERLAND SALES CO., LTD., TORONTO, CAN. 


When writing to advertisers please mention the American Bankers Association Journal 
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This Month’s Journal 
and 


Your Own Bank 


HE old order changeth. For years the loans and investments 
Te a bank were listed in the order named. But the order is 

changing. One of the most generally recognized of present day 
banking trends is the decline of commercial loans and the increase in 
investments. 

Government securities constitute a special class of bank investments. 
Bankers have become accustomed to the technique of putting funds to 
work by means of the purchase of government short term issues. Now 
there is to be a change in the familiar machinery, so the JOURNAL 
has asked an authority on the marketing of government securities to 
discuss the new order for the benefit of the bankers of the country. 


EPUTY Governor J. H. Case, of the Federal 
Reserve Bank of New York, has for years 
been in charge of Treasury financing in New York. 
He has also made a special study of the system of 
selling bil's at a discount by which the British Gov- 
ernment finances its cash requirements. The new 
type of Treasury bill which has been authorized by 
Congress will enable the Treasury to make use of 
the best features of the British procedure. 

In this issue of the JOURNAL Deputy Governor 
Case describes the new form of government security 
which may make its initial appearance within a few 
months and outlines the mechanism for their sale. He gives an out- 
line of the best methods to be followed by banks in making their in- 
vestments in the new type of security and, in effect, answers a number 
of practical questions that have arisen since the plan for selling bills 
at a discount was first proposed by the Treasury. 


HE trend toward group banking has been 

watched with more interest, perhaps, than any 
of the important forces which have made them- 
selves felt in the American banking structure in 
recent years. The persistent question has been, 
whither is banking drifting? 

The Economic Policy Commission of the Ameri- 
can Bankers Association has undertaken to answer 
the question by means of an exhaustive and nation- 
wide inquiry. In this issue of the JOURNAL, R. S. 
Hecht, president of the Hibernia Bank and Trust 
Company of New Orleans, who is the chairman of 
the commission, gives some of the preliminary findings. 

What he discloses may surprise many bankers but his conclusions 
hold out real encouragement to all. 


ONGRESS wrestled with a farm relief bill for 

months. During the passage of the meas- 
ure through the two houses it was constantly being 
changed in scope and design so that when it finally 
emerged as completed legislation there were few 
who knew just what it was intended to do. Bankers 
are almost as directly concerned with agricultural 
legislation as the farmers themselves. Therefore 
the JOURNAL presents a non-technical article on the 
farm bill which tells in simple language what it is 
all about. The article is by W. M. Kiplinger, of 
Washington, D. C., an economist and business 
writer who is a professional observer of government policies that have 
a direct bearing upon business conduct. 
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YEO—THE ORIGINAL ROTARY 


Do You Want 
To Increase 


Your Deposits? 


Exclusive features: 
rotary weighs 1000 
Ibs., cylinder walls 
3%” thick, electri- 


burglar-proof. 


The Yeo Rotary Offers a 
New Service that Increases 
Business, Facilitates Deposits, 
and is SAFE! 


Retailers and other late depositors 
who usually throng your bank’s 
windows at 3 o’clock can make de- 
posits by means of the Yeo Rotary 
any time during the day or night! 
Your tellers and bookkeepers can 
do their paper work throughout the 
day and eliminate overtime work 
and expense. If you really want to 
increase the deposits in your bank, 
investigate the Yeo Rotary! 


The Bank Vault 
Inspection Co. 


Samuel P. Yeo, President 
Orrices: 5 South 18th Street, 
Philadelphia, Pa. 


SALES BNGINBSERS IN ALL PRINOIPAL 


Clip and Mail Coupon 


Bank Vault Co., 
5 South 18th St., 
Philadelphia, Pa. 


0 Please send complete in- 
formation on Yeo Rotary 
Night Depository. 


0 Please quote on installa- 
tion from attached plans. 


5ABA 


YEO—THE ORIGINAL ROTARY 


Vil 


= 
| 
") 
j 
| 
4 
j 
NIGHT 
. 
k cal protection, dyna- 
mite - proof, water- 
tight, crook - proof, 
| 
14 a4 


AMERICAN BANKERS ASSOCIATION JOURNAL July, 1929 


HERE'S 
HOW-- 


—Sell savings over bond competition 

—Build small unprofitable savings into profitable 
accounts 

—Revive dormant savings accounts 

—Establish a Real Estate Loan Department 

—Advertise for large construction loans 

—Advertise for small housing loans 

—Solicit correspondent bank accounts 

—Sell commercial banking to business men 

—Sell the checking account as a financial service 

—Irfaugurate and announce the service charge on 
checking accounts 

—Meet trust objections in selling 

—Fit trust advertising into a general campaign 

—Analyze the trust department 

—Prepare institutional copy for investment houses 

—Develop sales promotion for investment houses 

—Coordinate sales, buying, advertising and sales 
promotion for investment houses 


TO FIND OUT—ATTEND THE 


Fourteenth Annual Convention 


FINANCIAL 
ADVERTISERS 
ASSOCIATION 


HOTEL BILTMORE 


OCTOBER 30 
TO 


NOVEMBER 2 
ATLANTA - GEORGIA 


ANKING is not 

always a shut- 

in profession. Ther: 

are still places in 

North America 

where the banker 

has his moments, so 

to speak, when the 

thrill of danger, a 

battle with the ele- 

ments or the need 

to conquer nature’s 

obstacles brings to 

banking its meed of romance. J. H. 
Simpson, of the Canadian Bank of Com- 
merce, knows this side of banking inti- 
mately. He has served a “hitch” in 
many of the smaller branches scattered 


- among the far places of the Dominion 


and endured the hardships that are part 
of the day’s work of pioneers. In this 
issue of the JOURNAL he paints a vivid 
picture of banking as the advance guard 
of business in the hinterlands of the 
North. 


HE purchasing 

power of the 

farmer is supposed 

to be one of the 

barometers of busi- 

ness. Economists 

like to draw weighty 

comparisons be- 

tween the ups and 

downs of the farm- 

er’s spending ability 

and the earnings of 

business generally 

and the banks in the country districts 

particularly. Of late it has been the 

fashion to indicate the purchasing power 

of the farmers as a diminishing quan- 

tity and to see in this decline a serious 

set-back to the profits of country banks. 

Charles M. Harger, a director of the 

Abilene National Bank of Abilene, Kan., 

a writer of many years’ standing on 

economic and banking topics, sees things 

differently in this issue of the JOURNAL. 

He shows how country banking is push- 

ing steadily ahead in the face of declin- 

ing purchasing power among the far- 

mers and other unfavorable factors that 

have insinuated themselves into Ameri- 
can life. 


RITICISM is 

only valuable 

when it is well in- 

formed. It is most 

effective when it is 

blunt and incisive. 

Much of the criti- 

cism of the credit 

policies of the Fed- 

eral Reserve Sys- 

tem that has been 

voiced of late has 

been ill-informed or 

of the cautious, academic type that re- 

lies upon a mass of statistics and a maze 

of charts to point out what are more 

often errors of technique than mistakes 
of policy. 


to 
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E. C. Stokes, chairman of the board 
of the First Mechanics National Bank, 
of Trenton, N. J., is an observer of the 
Federal Reserve System, who speaks out 
in this issue and handles the question of 
credit restrictions without gloves. There 
may be many bankers who will not agree 
with him, but there will be few who will 
find any clouded issues in his analysis of 
the situation. 

In sharp contrast is the second, and 
final, installment of “The Keeper of the 
Nation’s Credit,” by Walter Earl Spahr, 
professor of Economics and Banking in 
New York University. His view of the 
functions of the system presents some 
sidelights on the organic law which 
have not yet been emphasized even by 
Federal reserve authorities. 


HEN Com- 

mander’ Byrd 
set sail for the icy 
isolation of the 
South Pole or when 
other famous. ex- 
plorers set out for 
the wilds of darkest 
Africa or the peaks 
of Tibet many prac- 
tical minded men 
were tempted to in- 
quire, “What of it?” 
When a scientist in the realm of pure 
research announces that he has _ suc- 
ceeded in subdividing the atom there is 
a temptation to ask the same question. 
Yet the explorer who seeks the end of 
the rainbow and the scientist who strips 
the veil from the mystery of phenomena 
are both working in the new business 
department. Maurice Holland, Director 
of the Division of Engineering and In- 
dustrial Research of the National Re- 
search Council, answers the questions of 
those of us who have wondered what 
exploration or pure research has to do 
with banking or business. And he does 
it with a deft touch that retains all the 
color of the trackless wastes and all the 
wonders of the laboratory. 


VERYONE realizes that the national 

bank system has suffered serious 
losses in its membership in_ recent 
months. Washington authorities frank- 
ly view with alarm the present situation 
of the national banks in meeting the 
competition of other institutions under 
modern conditions. Comptroller of the 
Currency J. W. Pole has announced that 
he intends to ask Congress for new legis- 
lation to strengthen the national bank 
system and that he will ask the advice 
of bankers in framing his recommenda- 
tions. Carl Wilson has obtained from a 
number of bankers their ideas of what 
should be done for national banks in the 
way of new legislation. Their sugges- 
tions, set forth in this issue, bring out 
some angles which have been neglected 
in the midst of all the talk of the trend 
toward branch and chain banking. 


Our New Paris 


Office 


No. 4 Place de 


la Concorde, at 


the corner oj 


Rue Royale. 


Announcing the Opening of 
Our New Paris Office 


Guaranty ‘Trust Company 


LONDON 


CapriraL, SurpLus AND PRoFITs MORE THAN $185,000,000 
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the 


HE new office is located in the historic 

building known as Hotel de Coislin, in 
a section exceptionally convenient to the busi- 
ness and residential sections of Paris. It is 
near the United States Government building 
that will house the Consulate, passport bureau 
and other foreign service departments of the 
American Government. 


The Guaranty Trust Company has the 
largest group of complete European branches 
maintained by any American bank. Their 
exceptional facilities and services are avail- 
able, through our banking correspondents, 
to American business institutions, and to 
American travelers and residents abroad. 


of New York 


140 Broadway 


PARIS BRUSSELS LIVERPOOL HAVRE 


ANTWERP 
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Of course a new commodity with distinct characteristics 
of its own either must grow or fail completely, but its 
growth is an indication of its service to the public and 
its fulfilling of the public’s requirements. The amazing 
growth in sales of Gilbert Safety Bond is an indication 
that it does meet the lithographer, printer and banker’s 
requirements and desires for check paper. Its adoption 
and use by some of the biggest institutions in the coun- 
try have added tremendously to its growth. If you are 
not familiar with this new idea in check papers, we will 
be very happy indeed to supply you with samples and 
information. 


GILBERT PAPER CO., MENASHA, WIS. 


GILBERT SAFETY BOND 
" The Safest of Safety Papers" 


“ASK YOUR LITHOGRAPHER OR PRINTER FOR SAMPLES AND PRICES” 


When writing to advertisers please mention the American Bankers Association Journal 
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The New Form of Treasury 
Financing 


By J. H. CASE 
Deputy Governor, Federal Reserve Bank of New York 


Under a Law Enacted by the Last Congress Government Is 
Authorized to Sell Short Term Securities at Par, Less the Going 
Rate of Interest to Maturity. A Likely Method of Making 


Tenders. 


HERE has recently come before 
Congress a bill which provides 
for the authorization of “Treas- 
ury bills” as an additional instru- 
ment of government financing. This is 
a matter which should be of considerable 
interest to bankers throughout the coun- 
try, both as taxpayers and as investors. 


A clear understanding of the nature 
of this new type of government security 
must necessarily be the first step in a 
consideration of the purpose for which 
it is being introduced and the advan- 
tages which may be expected to follow 
its adoption. The bill, which was in- 
troduced by Senator Smoot, chairman of 
the Senate Finance Committee, and 
Representative Hawley, chairman of the 
House Ways and Means Committee, and 
which has now been passed by both 
houses of Congress and signed by the 
President, is in the form of an amend- 
ment to the Second Liberty Bond Act, 
and provides for the sale of non-inter- 
est-bearing, short-term securities on a 
discount basis. In other words, the 
Treasury would be authorized to sell 
short-term securities at par, less the 
going rate of interest to maturity on 
that grade of security, instead of sell- 
ing them at par or better with interest 
coupons attached, as the practice has 
been in recent years. The new method 
would be virtually the same as that 
followed in the open market in the sale 
of bankers acceptances and commercial 


paper. 


Possibilities of Savings. 


HE author of the ac- 

companying article, 
Deputy Governor J. H. 
Case of the Federal Re- 
serve Bank of New York, 
has for several years had 
charge of Treasury financ- 
ing operations in the New 
York Federal Reserve Dis- 
trict which the reserve 
bank handles as _ fiscal 
agents of the government. 
He recently made a trip to 
London to study at first 
hand the British method 
of raising government 
funds by issues of short 
term Treasury bills, a pro- 
cedure which Congress has 
just authorized. 


Legal authorization for the use of 
Treasury bills was necessary, due to 
the fact that the law governing Treas- 
ury issues has prohibited the sale of new 
securities at less than par. This pro- 


1 


Advantages to the Investor. 


hibition presumably was based on the 
desire to uphold the credit of the gov- 
ernment, but its desirability has become 
decidedly questionable, since, in every 
period of rising money rates, the market 
price of government securities has fallen 
below par, simply to adjust the yield 
derived from them to current market 
conditions. Thus there has been the ap- 
pearance, at such times, of an impair- 
ment of the principal of the investment, 
which in reality has signified merely 
a movement to bring the rate of return 
into line with other interest rates. In . 
the case of the Treasury bills, however, 
the difference between the day-to-day 
market value and par would plainly 
represent the interest on the investment, 
discounted in advance, and not a de- 
preciation of the principal. 

A second feature of the Treasury bills 
is the possibility of selling these securi- 
ties through competitive bids, which is 
now impracticable due to the prohibition 
against selling Treasury securities below 
par. With this prohibition removed, the 
Treasury can invite tenders for the pur- 
chase of a new issue, and can then allot 
the securities to the highest bidders. 
Tenders will probably be invited from 
recognized dealers in securities, as well 
as from banks and bankers, and perhaps 
also from large corporations and indi- 
viduals. In participating in the sub- 
scription to a new issue it will be pos- 
sible for an investor to express his 
opinion as to what the rate of return 
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should be, always bearing in mind that 
if he attempts to obtain the securities 
at too low a price his bid is likely to 
be rejected. Under some circumstances 
it might be desirable to make more than 
one tender. A dealer, for instance, 
might decide that he could place a cer- 
tain quantity at about the current mar- 
ket price, and a larger amount at a 
slightly lower price. In order to make 
fairly sure of the minimum amount de- 
sired, he could put in one tender for 
the maximum price he were willing to 
pay for that amount, and then put in 
one or more additional tenders at lower 
prices, with the idea that the lower 
bids, if allotted, would bring down the 
average price—or in other words would 
increase the average discount earned. 


Two Tenders in Detail 


OR example, let us assume that 

tenders were invited for au issue of 
three months Treasury bills, price offers 
to be made in dollars and cei ts per $100 
of the amount bid for, and that the 
current market yield on Treasury 
obligations of approximately that ma- 
turity was 4.90 per cent. On the 4.90 
yield basis, the discount per annum 
(interest deducted in advance) would 
be 4.67 per cent. For three months 
the discount would be 1.17 per cent; so 
that the bid closest to the market would 
be $98.83 per $100, or $98,830 for 
$100,000 of Treasury bills. If the bidder 
were willing to take an additicnal $100,- 
000 at a 5.00 per cent yield, or 4.76 per 
cent discount, the quarterly discount 
would be 1.19 per cent, and his second 
tender would be $98,810 for $100,000 
of Treasury bills. 

In general, it might be to the advan- 
tage of the investor who is in a position 
to take a variable amount of the new 
issue to make more than one tender 
at any time when there was a percep- 
tible fluctuation in open market money 
rates. In periods when money rates 
appeared to be rising, he would prob- 
ably do well to put in a bid very close 
to the current market for the minimum 
amount he desired, and additional 
tenders at a slightly higher discount (or 
slightly lower price). In periods of 
declining money rates, it would probably 
be advisable to offer a price which would 
represent a discount slightly lower than 
the current market for the minimum 
amount desired, and bids for additional 
amounts around the current market rate. 

So much for the mechanism of selling 
the new type of securities. The ques- 
tion may then arise, what are the cir- 
cumstances which make it desirable to 
adopt this new form of security, and 
what advantages may be expected from 
the viewpoint of the government, and 
from the viewpoint of the investor? 


Reasons for Adoption of 
Treasury Bills 


usual practice in short-term gov- 
ernment financing at present is to 
sell at quarterly intervals Treasury 
certificates of indebtedness, maturing 
ordinarily in six, nine or twelve months. 
Payment is made, to a small extent in 
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cash, but very largely in the form of 
deposits established to the credit of the 
United States Treasury in banks that 
have qualified as government depos- 
itories, which the government may with- 
draw on demand when it has need for 
funds. This method was developed dur- 
ing the war, when it was necessary for 
the government to borrow large amounts 
for short periods in anticipation of the 
flotation of Liberty bonds, in order to 
meet the heavy war-time expenditures 
Issues at that time were more frequent 
than quarterly. The deposit method of 
payment enabled banks to subscribe to 
larger amounts of the certificates than 
would have been possible if cash pay- 
ments had been required. When the 
deposits were called out, banks which 
lost more through these withdrawals 
than they received through government 
disbursements could fall back on the 
rediscount facilities of the reserve 
banks. 

After 1919 the total national debt was 
steadily reduced, and short-term borrow- 
ing by the Treasury represented, not an 
urgent demand for additional funds, but 
practically refunding operations to re- 
place, partially at least, issues maturing. 
Although the government’s short-term 
requirements became less urgent, the 
sale of certificates for deposit credit 
method of financing was retained, as it 
continued to be highly successful in 
assuring prompt absorption of new 
issues. In fact, it is not now proposed 
to abandon this method entirely, but 
simply to provide an alternative method 
of financing to be employed when con- 
ditions seem to make it more desirable. 
Undersecretary of the Treasury Og- 
den L. Mills in a recent address on 
this subject before the Washington 
Chapter of the American Institute of 
Banking emphasized the fact that the 
intention in obtaining authorization to 
issue Treasury bills was, not to replace 
the present method of government 
financing, but to supplement it in order 
to render it more flexible and more 
economical in its operation. 


Disadvantages in Present 


Method 


are certain disadvantages in 
the existing method which have led 
to the consideration of adopting the 
Treasury bills as a supplementary in- 


strument. One of these, which was in- 
dicated in the foregoing, is that it has 
been impracticable to sell short-term 
securities through competitive bids, due 
to the fact that price offers below par 
would have to be rejected. Consequent- 
ly, in order to assure a sufficient volume 
of subscriptions, and in the effort to 
give subscribers a fair rate of return, 
it has been necessary at times for the 
Treasury to set the coupon rate on new 
issues above the current market rate. 
Under competitive bids the respon- 
sibility for setting interest rates would 
be shifted from the Treasury to sub- 
scribers. The prices tendered would 
represent the composite judgment of the 
subscribers as to what under the then 
existing conditions would constitute a 


fair rate of return, and the Treasury 
would thus get its funds at the lowest 
rate consistent with market conditions. 

A second disadvantage in the present 
method of financing is the fact that the 
Treasury must estimate its require- 
ments for three months ahead of each 
tax date, and, in borrowing for the full 
needs of that period, must pay interest 
on funds not required for one, two, or 
even three months ahead. The amount of 
these unused funds on deposit in recent 
years would probably average at least 
$150,000,000. Depositary banks are re- 
quired to pay 2 per cent interest on gov- 
ernment deposits, but the Treasury cer- 
tificates they acquire in establishing 
these deposits, at the present time, 
pay around 5 per cent interest, making a 
net cost to the government of 3 per cent 
or thereabouts on unused funds. 

The third difficulty with the method 
of quarterly borrowing is that although 
maturities fall on dates when income 
taxes are payable, only a small propor- 
tion of the tax checks are actually 
cleared on the tax dates, whereas a large 
proportion of the maturing securities are 
presented for redemption on the first day 
of the period. Consequently, the Treas- 
ury must pay out considerably larger 
amounts than it takes in on each tax 
date, and must temporarily borrow 
substantial sums from reserve 
banks on that day and for a few days 
following. This means some additional 
interest cost to the Treasury, and there 
is a tendency for the money market to 
be disturbed somewhat by the temporary 
excess of Treasury disbursements over 
receipts. 

What, then, are the advantages which 
may be expected from the adoption of 
Treasury bills? It seems probable that 
there would prove to be several advan- 
tages both to the Treasury and to the 
investors. 


Advantages to the Treasury 


| the first place, the Treasury bills 
will provide an instrument through 
the use of which the government can 
adjust its borrowings more closely to its 
expenditures, and thus, by reason of 
their flexibility, eliminate largely the 
payment of extra interest on unused 
funds, borrowed in advance of expendi- 
tures, and on overdrafts with the re- 
serve banks at tax periods. Since it 
would not be necessary for the Treasury 
to set coupon rates which would be ex- 
pected to remain in approximate adjust- 
ment with market conditions for some 
time in advance, it would be practicable 
to offer new issues for sale at more 
frequent intervals and for shorter 
periods. Consequently the Treasury 
would not have to obtain on quarterly 
dates the entire amount of funds needed 
during the following three months, but 
could, from time to time during the 
quarterly period, offer smaller amounts 
of securities within a few days of the 
time when the funds were to be dis- 
bursed. This should mean a consider- 
able saving in interest costs on short 
dated government debt. 

A second advantage would be that, 

(Continued on page 70) 
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False Evolution in Banking 


By CRAIG B. HAZLEWOOD 


President, American Bankers Association and Vice-President, First National Bank of Chicago 


Theory That Group Banking Leads to Branch Banking Scouted. 
Place Seen for Both Unit and Group Systems in the American 
Financial Structure of the Future. Three Policies Promising 
Success in Management of Chains Demand General Adherence. 


HINGS are happening in the 

banking business today. New 

problems are coming forward 

that will require knowledge, im- 
agination, good judgment, to solve. 
There is the problem of what is to be- 
come of our unit banking system. Some 
may say the unit banking system has 
been satisfactory to the country and no 
changes are likely. I grant that it is 
absolutely true that our unit banking 
system has been of inestimable benefit 
in the building of our towns and cities, 
and that very often progress in a com- 
munity found its inception and its energy 
at the banker’s desk. Moreover, the 
great majority of our unit banks are 
fine and successful institutions, and there 
is not the slightest reason why they will 
not continue their worthy and indepen- 
dent existence. No one will legislate 
them out of business and no one will 
put obstacles in their path if they are 
managed properly and perform properly 
for their community. 


The Unprofitable Bank 
Must Go 


UT there have been many unit banks, 

someof them faitures inthe literal 
sense and others failures from the stand- 
point of being wnovrofitably managed. 
There are some of the lattcr class today, 
banks having inexperienced, grossly lax, 
or unsound management. This class of 
banks is continuing to make bad losses, 
or showing no profits, or staying in a 
frozen condition. This type of banks 
must go. They must be taken over, liqui- 
dated, or new management must be in- 
stalled, which is capable of effecting a 
change in conditions and bringing about 
a better result. 

No bank can operate long without a 
profit. There must be additions to the 
surplus and profit account every year 
in order to take care of inevitable losses. 
The inadequately managed bank, the 
marginal institution, the unsoundly lo- 
cated, unsoundly directed, and unprofit- 
able institution must rapidly become the 
extreme exception. The problem is to 
make this type of institution see the 
light. Some of them will see it, but some 
of them will not. There may have to be 
more casualties in the ranks of our unit 
banks before the realization gets home 
that the unprofitable unit must go. 

It will not suffice to adopt ringing 
resolutions at bankers’ conventions —con- 
demning guaranty of deposits or branch 


66 APPARENTLY there 
are an increasing 


number of advocates of 
country-wide branch bank- 
ing in the United States. 
I cannot bring myself to 
the belief, however, that 
the mal-administration of 
a few unit bankers is suf- 


ficient reason for throwing 
over the banking system 
that unquestionably con- 
tributed a large part to the 
prosperity of this country, 
and substitute in its place 
a system under which bank 
policies are set up in a book 
of rules, without opportu- 
nity for broad judgment 
and business-building lib- 
erality.”—Craig B. Hazle- 
wood. 


banking. It will be necessary,-rather, to 
get_at the root of the trouble, which is 
bad banking methods, and remove the 
lax, incompetent and inexperienced. ele- 
ments from our business. 

It is time we harked back to some 
original principles—that the banker has 
reposed in him a sacred trust, that the 
most important things in life, com- 
fort, well being, education and culture, 
happiness itself, depend on the safe cus- 
tody of a community’s wealth. It is no 
job for an amateur, bungler, or a man 
without hard common sense. There has 
been far too much amateur banking in 
this country in the past ten years. 

Fortunately, for the one manager of a 
bank that is incompetent—there are a 
hundred who fully deserve the confidence 
that is placed in them. This being the 


case, and in view of the very great nat- 
ural advantages of the locally owned and 
managed institution, I am a strong be- 
liever in the desirability of “retaining 
our unit banking system. 

Apparently there are an increasing 
number of advocates for country- 
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wide branch banking in the United 
States. Some of these advocates are in 
high places. I cannot bring myself to 
the belief, however, that the mal-admin- 
istration of a few unit bankers is suffi- 
cient reason for throwing over the 
banking system that unquestionably con- 
tributed a large part to the prosperity 
of this country, and substitute in its 
place a system under which bank poli- 
cies are set up in a book of rules, with- 
out opportunity for broad judgment and 
business building liberality. There are 
many bankers who are good “no” bank- 
ers. They never make any losses because 
they always say no. On the other hand, 
they make no progress. Branch man- 
agers, if they would be in the highest 
favor at the home office, must be “no” 
bankers. 

The sum of the advantages lies with 
the unit banking system; one has only 
to visit the two cities of Seattle, Wash., 
and Vancouver, B. C., to see the differ- 
ence very clearly. The branch banking 
idea may be logically applicable in larger 
cities, where close conference is possible, 
but I am of the opinion that the devel- 
opment of the outlying districts of Chi- 
cago, for example, has been better done 
with the aid of independent banks than 
it would have been with the branches of 
our downtown institutions. I have re- 
ferred to the desirability of consolidation 
of unit banks in many cases. Very often 
two comparatively small units put to- 
gether make a first-class, profitable bank. 
This process of consolidation has been 
encouraged by many of our banking com- 
missioners and is frequently logical. As 
a matter of fact, there are many con- 
solidations which are logical from the 
standpoint of the possibility of increas- 
ing profit returns. The basis for many 
of the consolidations which are taking 
place with large city banks is increased 
profit return. In these cases a percent- 
age increase in return on invested capi- 
tal is obtained if the various elements 
entering into management are correctly 
arranged and coordinated. A mere in- 
crease in volume without an increase in 
profits is not worth while. 


Group Banking Policies 


HERE is another form of bank or- 
ganization which is gaining attention 
now, that of group banking. While group 
or chain banking has been in existence 
for a number of years in various parts 
(Continued on page 72) 
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The Long Arm of Farm Relief 


By W. M. KIPLINGER 


Agricultural Marketing System Created by the New Farm Bill 
Will Require Months of Organization and Experiments Before 


It Can Show Results. 


No Panaceas for Present Ills Provided. 


Set Up Somewhat Similar to Federal Reserve System Intended. 


HOSE who remember the fight 

over Federal reserve legislation 

in 1912-13 have a faint idea of 

what is now transpiring in the 
way of a prospective reorganization of 
the nation’s agricultural marketing sys- 
tem, as an outgrowth of the new agri- 
cultural law. The new plan for market- 
ing of farm products has been called the 
“Federal Reserve System for agricul- 
ture.” This is not technically accurate, 
for the two systems are not parallel, but 
it is a good impressionistic character- 
ization of the system which is likely to 
be set up to handle the distribution of 
farm products. 

As banking’ resources were tied to- 
gether under the Federal Reserve Sys- 
tem, so it is proposed to reorganize and 
re-channel the flow of wheat, cotton, 
livestock, fruits and other agricultural 
products from barns to markets. As 
individual banks were left independent 
under the Federal Reserve System, so 
are individual farmers to be left in- 
dependent under this new system. As 
reserve banks were given a large meas- 
ure of local autonomy, so are cooperative 
marketing associations to be left free to 
operate and market as they wish. As 
the Federal Reserve Board was given 
authority to regulate and control certain 
physical operations of reserve banks and 
general credit policies for the nation as 
a whole, so is the new Federal Farm 
Board empowered to exercise a gen- 
eral supervision over the agricultural 
mechanism, yet to be created. 

It is easy to fall into the error of see- 
ing too close similarity between the 
credit system of the Federal reserve and 
the agricultural marketing system au- 
thorized by the new law. Something 
like what has become the Federal Re- 
serve System was demanded by the pub- 
lic at large in 1912 and 1913, though 
there were differences of opinion then, 
as now, over forms and methods. Prob- 
ably there was a higher degree of 
unanimity over the Federal Reserve 
scheme than there is at present over the 
agricultural marketing plan. 


Driven Through Congress 


HIS Federal farm act has_ been 

pressed through to conclusion not by 
popular clamor for it, but by agitation 
of farmers for “something.” The gen- 
eral public has not been vitally inter- 
ested in the agricultural legislation, ex- 
cept in a sort of vague political way. 
Business and financial interests have 


A Long Wait 


ARMERS who have 

been counting upon their 
share of the half a billion 
dollars the Government is 
to devote to agricultural 
aid will have a long wait 
before they will see any of 
the money, as it will take 
time to set in motion the 
complicated machinery 
which has been devised. 
And even then the indi- 
vidual farmer will not 
figure in the picture. Just 
what the farm legislation is 
all about is explained in 
this article. How it will 
work left, perforce, 
mainly to the imagination. 


espoused something or other to “aid the 
farmer,” but there has been a lack of 
conviction and sincerity over the means 
of accomplishments. This new agricul- 
tural law has been driven through Con- 
gress by the Hoover administration, 
backed by momentum hanging over from 
the Coolidge administration, supported 
in a rather half-hearted fashion by 
agricultural interests, especially the 
business cooperatives, who “hope it will 
work.” It probably will work. 

Remember first the equalization fee 
plan, which is dead and passed into his- 
tory. It was a method of selling, for 
example, a bushel of wheat abroad (the 
bushel which this country did not need) 
for $1, thereby raising the domestic 
price of the three remaining bushels, 
to be eaten here, to $1.42 each, thus 
making a loss on the export trade of 
forty-two cents, to be divided over the 
three bushels sold here, making the 
share of each fourteen cents. (This 
explanation is too simple, of course, to 
be wholly accurate.) 

Then came the substitute export 
debenture plan, which is virtually a 
subsidy or bounty on exports of sur- 
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pluses, to be borne directly by the gov- 
ernment out of customs receipts, prac- 
tically to be collected from taxpayers 
at large, rather than directly from the 
agricultural producers, as under the 
equalization fee plan. This, also, has 
been rejected by Congress. 

We now have left the legislative 
groundwork for a perfected system of 
marketing, and of planning production 
to fit market requirements. The new 
system has many phases, but the im- 
portant point about it is that the gov- 
ernment is to put its credit and en- 
couragement behind the formation of a 
system of marketing, owned and con- 
trolled by farmers or by their coopera- 
tive associations. 

At the bottom of the pyramided struc- 
ture in this new system are the indi- 
vidual farmers. Next are their coopera- 
tive associations, which may borrow 
from the government to extend their 
membership, or to acquire physical 
facilities, or to get working capital for 
buying, storing and other operations. 
Next are the stabilization corporations, 
which are super-cooperatives of the co- 
operatives, financed by the government, 
with functions of managing or “mer- 
chandising” surpluses of any crop in 
such a manner as to yield the best re- 
sults to the farmers, without pinching 
domestic consumers unduly. 


Controls the Spigot 


UF at the top is the Federal Farm 
Board, appointed by the President, 
working alongside the Department of 
Agriculture, as the Federal Reserve 
Board functioned in cooperation with 
the Treasury in the early days. This 
board is supposed to act as a general 
staff for American agriculture, devising 
schemes for betterment of crops or mar- 
keting methods, advising on limitation 
of production, investigating this-and- 
that, passing the advice down the line 
to cooperative groups and to the farm- 
ers. Its power lies largely in the fact 
that it controls the spigot at which gov- 
ernment funds—$500,000,000 of them in 
the aggregate—may be turned on or off. 
It regulates, therefore, the operations 
‘and organization of the associations or 
stabilization corporations which borrow 
these funds. 

This is a long-time scheme, and is no 
panacea for whatever are the ills of 
agriculture. It is born today and will 
grow into maturity years hence, like the 
Federal Reserve System. 
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There are certain steps to be taken, 
which are of immediate interest. First, 
the Federal Farm Board must be nomi- 
nated by President Hoover, and con- 
firmed by the Senate, or rejected and 
re-aligned to suit the Senate. Second, 
advisory councils on various commodities 
must be created to work with the board. 
The first of these will be on wheat, con- 
sidering that this year wheat is the de- 
pressed step-child of the agricultural 
family. Third, stabilization corpora- 
tions must be organized, and adopt the 
statute-prescribed measures to get 
money out of the 
government. It & 
will take months “iy 
at minimum 
to get this sys- 
tem started. 


Mr. Hoover nominates ’ 

the farm board, and will 
doubtless control its poli- 
cies closely. The board 
will consist of eight men, together 
with the Secretary of Agriculture, 
ex-officio, and in making the ap- 
pointments the President must “give due 
consideration to having the major agri- 
cultural commodities . . fairly repre- 
sented upon the board.” The chairman 
is the principal executive officer, the 
members get $12,000 a year, and all 
must be free from any interest in busi- 
ness, except perhaps the running of 
their own farms. 


Taxpayers May Have to Pay 


A= organizing, hiring employes, 
getting offices and desks in some 
building in Washington, the board will 
proceed to invite cooperative associa- 
tions handling certain commodities 
(probably wheat first) to establish ad- 
visory commodity committees of seven 
members each, of whom at least two 
must be “experienced handlers or pro- 
cessors of the commodity” (in the case 
of wheat, elevator men, or traders, or 
millers). 
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The job of such an advisory commit- 
tee will be to confer frequently with the 
board, pass on to it advice emanating 
from cooperatives, and pass back to the 
cooperatives the advice of the board. 
It is a liaison agency. Not only mar- 
keting plans but also “suitable programs 
of planting or breeding” fall within its 
jurisdiction. This scheme of advisory 
committees corre- 
sponds somewhat 
roughly to the Ad- 
visory Council of 
the Federal Reserve 


News of the signing of the Farm Relief 
is received at the farm 


Board, or to the system of close contact 
between the reserve board and the direc- 
tors of the reserve banks, except that 
the farm board deals with many com- 
modities, whereas the reserve board 
deals with only the credit fluid. 

The farm board may make loans from 
the $500,000,000 government “revolving 
fund” to cooperative marketing associa- 
tions and to stabilization corporations. 
The fund is called “revolving,” because 
money is supposed to go out and then 
come back in and be re-lent, and the 
law gives no recognition that the gov- 
ernment may lose any of it. Congres- 
sional discussion discloses, however, an 
acceptance of the possibility that the 
government may lose, that taxpayers as 
a class may be called on to pay for the 
creation of an agricultural system which 
without government help might not be 


built up for several decades in the fu- 
ture. 

Loans to cooperatives may be for 
several purposes: (1) For “effective 
merchandising,” whatever that may 
be construed to mean. (2) For con- 
struction, purchase or lease of physical 
marketing facilities for “preparing, han- 
dling, storing, processing or merchan- 

dising.” This means warehouses, 
elevators, packing plants, stock 
yards, cotton 
gins, ete. 
Loans for 
physical fa- 
cilities may 
be made 
only when 
the board 
finds that 


“there are not 
available suit- 
able facilities that will furnish their ser- 
vices to cooperatives at reasonable rates.” 
These loans may be made up to 80 per 
cent of value, and must be repaid by 
amortization over twenty years or less. 
(3) For the formation of clearing house 
associations, especially important for 
perishable fruits and vegetables. Inde- 
pendent dealers as well as cooperatives 
are eligible for membership in these 
clearing houses which are to be under 
close regulation of the farm _ board. 
(4) For conducting membership and 
educational campaigns. The significance 
of this lies in the fact that many co- 
operatives in the past have not been able 
to enlist a sufficiently large number or 
proportion of their producers to become 
effective units in the marketing systems. 
(5) For enabling a cooperative to ad- 
vance to its members a “greater share 
of the market price for the commodity 
delivered to the association than is prac- 
ticable under other credit facilities.” 
These loans are supposed to be made 
to cooperatives only if the organization, 
management and business policies are 
such as to insure the “reasonable safety 
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of the loan,” and it is fairly well agreed 
that only a small proportion of “co-ops” 
can meet the tests. Theoretically, the 
government is expected to make only 
good loans, in perhaps the same sense 
that the War Finance Corporation was 
supposed to have made good loans dur- 
ing and after the war. The security 
is to be whatever the board “deems nec- 
essary.” Loans are certainly not to be 
made on banking standards, yet a cer- 
tain undetermined amount of hard busi- 
ness judgment must.be used by the 
board, mixed with some other undeter- 
mined amount of considerations involv- 
ing national policy. One limitation is 
that a loan may not be made if the 
board thinks it is likely to increase un- 
duly the production of a commodity of 
which there is already a surplus. 


Interest Rate Limited 


HE rate of interest is to be the low- 

est rate of yield of any government 
securities issued since the war and out- 
standing at the time of the loan, except 
postal savings bonds, and at present this 
rate would be about 3% per cent, but 
in no case may it be more than 4 per 
cent. A similar provision for loan of 
government funds is contained in the 
Jones-White merchant marine act, to 
finance the construction of new mer- 
chant vessels. 

These loan provisions apply alike to 
cooperative marketing associations and 
to stabilization corporations. 

A stabilization corporation is not to 
be created for each crop or product, 
but only for those in which some emer- 
gency surplus exists, and is supposed 
to function only at such times. Wheat 
and cotton are the best examples of such 
commodities. There is some haziness as 
to whether a stabilization corporation 
might be effective on crops of which 
there are local surpluses within the 
country. Probably the clearing house 
machinery would be better for these 
than stabilization corporations. 

A stabilization corporation must be 
organized under some state law, and its 
stock or membership must be limited to 
cooperative marketing associations han- 
dling the commodity; private trading 
companies are not admitted. Some 
private trading company might be made 
the executive agent of the stabilization 
corporation, but this is not specified in 
the law. Such a corporation may also 
buy, store, process or sell for account 
of private concerns, though the control 
is vested only in cooperatives. The gov- 
ernment supplies working capital, the 
corporation sets up reserves if it makes 
profit, in order to pay future losses, but 
if there are insufficient reserves to pay 
losses, then the government pays them, 
as a “loan,” and losses may not be 
passed back to the cooperatives which 
are the stockholders or members. 


Taking Away Temptation 


HERE are several theories as to 
just how these stabilization corpo- 
rations may work. The first, which is 
probably fallacious, is this: That the 


corporation shall buy up the entire ex- 
portable surplus of a certain commodity, 
such as wheat, sell it abroad at world 
prices, raise the domestic price level, 
take a loss, and spread the loss over the 
domestic crop. The trouble with this 
plan is that there is no way of passing 
the loss back to the cooperatives, as is 
explained above. There are some who 
believe, nevertheless, that this can be 
done, that the stabilization corporations 
can do precisely what the equalization 
fee was supposed to do. 

The more moderate theory is that a 
stabilization corporation may simply 
buy up a commodity when prices are 
low, hold it until prices are higher, and 
then sell. This process would keep 
prices from going abnormally low, and 
also cut down some peak prices. It 
would merely stabilize. Doubtless the 
stabilization in itself would tend to raise 
prices to the farmer to some extent over 
long-time operations, by taking away the 
temptation to plant marginal lands after 
periods of high prices, and in other 
ways, but price levels would not be 
raised in any artificial or spectacular 
way, and it is difficult to see how the 
benefits of tariff, which are largely 
fictitious on those commodities of where 
there is exportable surplus, could be 
applied. 

Storage, of course, is‘a part of the 
merchandising functions of a stabiliza- 
tion corporation. Perhaps the United 
States has enough storage space, per- 
haps it has not, and if the board thinks 
it has not, then government funds may 
be used for construction. There is no 
thought that the government is going to 
encourage the wholesale erection of new 
storage houses, elevators, etc. Much can 
be done by encouraging farmers to pro- 
vide their own storage facilities, espe- 
cially when government money is avail- 
able to finance the holding of crops in 
the hands of farmers, as may be done 
by loans to cooperatives for this pur- 
pose. 


Price Insurance Provided 


O one knows just how soon these 

stabilization corporations can get 
into operation. It would take a miracle 
of quick organization to make one func- 
tion on this year’s wheat crop, but it 
may be done. 

Price insurance to cooperatives 
against price declines is also provided 
by this new law, to be administered by 
the board, which may even make “loans” 
for the payment of such insurance pre- 
miums. To work this out will take 
years of planning, and a multitude of 
regulations. It is part of the scheme 
for stabilizing, for spreading the crop 
risks. over many producers and over 
many years. It reminds one of foreign 
credit insurance, which works somewhat 
better in theory than in practice. 

Bankers, as bankers, are not much 
involved in this new agricultural mar- 
keting system, unless they happen to 
have accounts of cooperatives, or unless 
they happen to benefit from whatever 
farmer prosperity this system produces. 

There is no doubt that farmers’ 
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financial position will be improved, not 
by this legislation in itself, but by the 
system which will be erected under it. 
This rather obvious distinction is made 
because so many persons seem to think 
that farmers as a class will have im- 
mediate benefit, whereas the truth 
probably is that they will reap benefits 
only after years of operation. It is 
possible that wheat prices at the farms 
will be somewhat higher this year than 
they would have been had this law not 
been enacted. If so it will be because 
of what might be called mobilized 
natural influences, rather than any 
artificial subsidy, although the latter 
may count to some extent which cannot 
be determined easily just now. 


It Is a Large Order 


N the long run, farmers will be 

benefited somewhat in this manner: 
The individual will be no longer just 
an individual, but a member of a co- 
operative group. He will know a little 
more definitely than now, in advance, 
what he will get for his product. He 
can get advances from his cooperative 
association, a more liberal proportion 
than now. His useful credit resources 
will be a little wider, a little less de- 
pendent on existing tangible physical 
assets. A farm will be a bit more of a 
stabilized going concern. There will be 
less year-to-year nervousness, maybe. 
The general tendency, perhaps, will be 
to give the farmer a little more borrow- 
ing power at his local bank, though this 
is by no means certain. 

These are theoretical generalizations, 
essentially accurate as such, but with 
all the weaknesses of generalizations. 
Something eventually, but not too much 
immediately, should be expected of this 
new system. 

There has been and will be so much 
political quibbling as to whether this 
new system can carry out the avowed 
purposes of the legislation, that it is 
interesting to note a few of the catch 
phrases of the “declaration of policy,” 
which is a little like the fine-sounding 
preamble to the Constitution of the 
United States: 

The industry of agriculture is sup- 
posed to “be placed on a basis of 
economic equality with other industries,” 
whatever that means. (Tariff is not 
mentioned). “Protect, control and 
stabilize the currents of interstate and 
foreign commerce.” (Note that domes- 
tic trade is included). “By minimizing 
speculation.” “By preventing inefficient 
and wasteful methods of distribution.” 
By encouraging cooperative associations 
of producers “under their own control 
for greater unity. . .” Emphasis is 
on “producer-owned and producer-con- 
trolled” agencies. “Maintain advanta- 


‘geous domestic markets and prevent such 


surpluses from causing undue and ex- 
cessive fluctuations or depressions in 
prices.” 

It is a large order, but so was the 
original Federal Reserve Act. Years 
will be required to build up, define, ex- 
periment and modify. 
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Banking Stands at the Crossroads 


By R. S. HECHT 


Chairman, Economic Policy Commission, American Bankers Association and President, 
Hibernia Bank and Trust Company New Orleans 


Unit and Group Banking Forces Seen as Girding for Struggle. 
Rising Tide of Branches and Chains Analyzed as Part of the 
Trend Toward Association Activity in American Life. Merger 
Movement of Gigantic Proportions No Longer Alarms Public. 


FEW years ago, while still Secre- 

tary of Commerce, President 

Hoover remarked that we are 

going through 

a revolution of our economic life, and 

that we are passing from a period of ex- 

tremely individualistic action into an 
era of “associational” activities. 

It is equally that~we are pres- 
ently passing through a period of far- 
reaching changes in the financial] world, 
changes which must inevitably affect the 
fundamentals as well as the destiny of 
our banking system. I will not say that 
we are passing through these changes 
unnoticed, but it is a fact that most 
bankers are so_ thoroughly absorbed in 
the daily problems of running our in- 
dividual banks that we really have not 
the time to study and analyze the daily 
occurrences in the financial world, es- 
pecially when they do not seem to have 
any direct bearing on our own institu- 
tions. 

It seems worth while, therefore, to 
stop just a little while to scan the 
horizon of our financial world and see 
if by thorough study and careful analy- 
sis of present day conditions we can de- 
termine the meaning of the trend of re- 
cent events and discover if possible 
whither the path we are traveling may 
lead. 


Mergers Set the Style 
NTERWOVEN_ _as_our banking sys- 


tem is with the economic and business 
conditions of the country, itwas inevita- 
ble that the general. trend towards 
greater concentration should spread to 
the financial world. Time and space are 
being annihilated and goods, thoughts 
and péeoplé are being transported at an 
amazing speed. The world is becoming 
more closely knit together and thé bank- 
er of today can no longer live in com- 
fortable isolation but must be respon- 
sive to changed conditions, and play his 
proper part in the new order of things. 
It has been well said that banks are 
but the handmaidens of business and in- 
dustry and must follow their lead. 

The gigantic industrial combinations 
which have developed require banks with 
immense resources to provide commen- 
surate facilities for them. As a conse- 
quence, the movement towards bank 
combinations gained great momentum 
during the past year, and the style set 
by bank mergers in the recent past over- 


No Substitute 


AS. evidence of the grow- 
ing concentration of 
banking resources in this 
country it is disclosed here 
that less than 1 per cent 
of the total number of 
banks (about 26,000) hold 
over 33 1/3 per cent of all 
the deposits of the nation. 
The point is made that the 
evolution of American 
banking has reached the 
point where the outlook for 
the future must be faced 
with a clear recognition of 
the fact that there is no 
substitute for sound poli- 
cies. 


shadows in magnitude anything that has 
been previously done by any other line 
of business, even in this era of enor- 
mous combinations. 


Giant Consolidations 


statistics giving the de- 
tails of all these bank mergers are 
not available, but we do know that dur- 
ing 1928 there were approximately 700 
bank mergers, and the number of con- 
solidations already announced in 1929 is 


about 250. But the significant fact is 
that about forty of these recent mergers 
involved total assets well in excess of 
$12,000,000;000—or more than one-sixth 
of all the banking resources of the 
country. 

But even these figures do not give any 
adequate idea of the extent to which 
concentration of banking power has al- 
ready developed. 

The total number of banks has de- 
creased from 30,812 in 1921 to 26,213 in 
1928. In the same period the re- 
sources of all banks rose from about 
$45,000,000,000 to more than $71,000,- 
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000,000. The decrease in number is in 
large measure due to the: failure, and in 
some cases the orderly liquidation of 
weak institutions with inadequate cap- 
ital and inefficient management. 

A few years ago this trend towards 
giant bank consolidations would inevita- 
bly have stirred up much popular pro- 
test, and we would have heard loud com- 
plaints to the effect that we are drift- 
ing into a state of financial feudalism 
and economic vassalage to a limited few. 


Hailed With Satisfaction 


Bu strange to say, instead of the 
sponsors of these gigantic combina- 
tions being brought before the bar of 
an outraged public opinion, the general 
attitude of the people has become quite 
tolerant on this subject, and far from 
denouncing this reduction of competi- 
tion among banks as a mové in the 
direction of a financial monopoly, it is 
in the most unexpected quarters being 
hailed with satisfaction as a step to- 
ward greater safety, calculated to ac- 
cele¥ate industrial growth, stabilize busi- 
ness conditions, and strengthen the posi- 
tion of the investor. 

In not a few instances bank exam- 
iners have publicly encouraged the move- 
ment, and have used the influence of 
their office to bring about such consolida- 
tions. And only last month the Comp- 
troller of the Currency made one of the 
strongest arguments yet presented in 
favor of this tendency. 

As a consequence it is but natural to 
expect that this trend toward mergers 
and consolidations will go on unabated 
and at an accelerated pace, with the in- 
evitable result that credit and financial 
control will be concentrated more and 
more in the hands of relatively few men 
in the banking centers of this country. 

In this connection some very recent 
figures which I have had compiled for 
the twenty-six American eities with a 
population of 300,000 or more will be of 
interest. 


Evolution or Monopoly? 


HE number of banks in these finan- 

cial centres differs greatly but in 
about half of these cities mere than 75 
per cent of the total deposits of their 
respective communities are held by three 
to five banks. These figures further 
disclose the interesting fact that the 
256 largest banks in these twenty-six 
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cities control $20,318,000,000 out of 
total deposits in these same cities of 
$26,827,000,000. Inasmuch as the total 
deposits of all banks in the country ag- 
gregate about $60,000,000,000, it will be 
seen that the 256 largest banks control 
over one-third of the nation’s deposits, 
or, to put it another way, less than 1 
per cent of the total number of banks 
(approximately 26,000) now hold over 
83-1/3 per cent of all the deposits of 
the nation. 

And around this question of the grow- 
ing concentration of resources there is 
likely to wage during the next few years 
a great struggle of opposing forces, 
with the ultimate outcome, for the pres- 
ent at least, very much in doubt. 

“Evolution,” says one group, “makes 
this development in the banking world 
quite inevitable, because only banks with 
tremendous resources can render com- 
mensurate service to the gigantic twen- 
tieth century industrial organizations 
which have been formed, and banking 
must be conducted on a proportionate 
scale.” 

“Monopolistic control is un-Ameri- 
can,” comes back the strong challenge 
from others who fight against this rec- 
ord-breaking expansion, because they 
feel that these “associational” efforts are 
being overdone and that the spirit of 
enterprise and originality and the indi- 
vidual initiative of the American busi- 
ness man are being killed as a conse- 
quence. They argue that the benefits of 
collective efforts are not great enough to 
justify the reduction of the individual 
from his former high estate as an inde- 
pendent creator to the level of an insig- 
nificant cog in the tremendous wheel of 
over-organized industry and commerce. 


Branch Banking to the Fore 


UT, unfortunately, the discussion 

does not end there, for, in addition 
to this growing tendency toward con- 
centration of resources through actual 
mergers, there has of late been great 
activity in the formation of groups 
and chains of banks in practically every 
section of the country. And this devel- 
opment has in turn brought about re- 
newed agitation in favor of state and 
nation-wide branch banking, a question 
which has undoubtedly caused more de- 
bate and controversy in the councils of 
the American Bankers Association than 
any other banking topic ever did. 

Three times in the past ten years, in 
Kansas City in 1916, in New York in 
1922, and in Los Angeles in 1926, the 
entire American Bankers Association 
adopted with but few dissenting votes 
vigorous resolutions condemning in un- 
equivocal terms the spread of branch 
banking “in any form.” 

The Association has “viewed with 
alarm,” “disapproved,” and “expressed 
its opposition to the plan.” It has de- 
clared it “detrimental to the best inter- 
ests of the people,” “contrary to public 
policy,” “violative of our principles of 
government,” “economically wrong,” 
“monopolistic,” and “un-American.” 
And yet during all of that time the 
growth of branch banking has continued 


at a rapid pace. In fact, during the past. 


twenty-five years the number of branch 
banks has practically doubled each five 
years, as may be seen from the follow- 
ing figures taken from a recent Federal 
Reserve Bulletin. The record of branch 


banks is given as follows: 
In 190 
9 


It is not difficult to figure out how few 
years it would require to eliminate al- 
most entirely unit banking if this devel- 
opment continued at the same rate of 
speed. Moreover, some of our leading 
bankers are of the opinion that nothing 
can stop nation-wide branch banking, 
and that it is coming much sooner than 
most people anticipate, the prediction be- 
ing frequently made that it will require 
not more than five years at the most to 
overcome the present opposition to the 
plan. 

Many remember no doubt the special 
session at the Los Angeles Convention in 
1926, when this question was debated 
pro and con until the wee small hours of 
the morning, and I think it not unlikely 
that we may have a somewhat similar 
experience at the San Francisco Conven- 
tion next October. 


Will Continue Unabated 


RSONALLY, I am neither an advo- 
P= of the branch banking system 
nor d6“T wish to be considered as its 
opponent. As Chairman of the Economic 
Pokey” Commission of the American 
Bankers Association, it simply — has 
fallen to my lot to become a close stu- 
dent of the problem, and I am striving 
to present the facts as I find them with- 
out prejudice on either side. However, 
I believe it takes no great vision to fore- 
seé that group, chain, and branch bank- 
ing “will continue to develop unabated 
and at an even more rapid rate 
whether such a development may be to 
our liking’ or not. 

Nor-do'T think that we have any right 
to look upon the question from a narrow 
and selfish standpoint. If the inexor- 
able pressure of the times makes it nec- 
essaryfor--our—banking™ system~to go 
through-a~period of readjustment and 
evolution in order to keep pace with the 
tendency toward large. scale enterprises 
everywhere, we may have to yield to the 
change. 

If on the other hand there is good rea- 
son to believe that our passage from the 
unit banking system to a more concen- 
trated form of financial control is not 
in the interest of general economic wel- 
fare, and that the nation would not bene- 
fit by the individual losses of autonomy 
and independence, then bankers cannot 
be blamed for using their combined in- 
fluence to prevent if possible the undue 
spread of the chain or branch bank sys- 
tem and fight for the maintenance of 
their independent institutions. 

Certain it is that the problem is be- 
coming increasingly important, and we 
shall have to determine just what our 
attitude should be toward this ever- 
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growing tendency of having all our fi- 
nancial institutions concentrate in one 
form or another into a few great sys- 
tems. In 1820 we had but 300 banks in 
all the United States. One hundred 
years later these had multiplied more 
than one hundredfold to over 30,000 
banks. Evolution now seems to have 
turned back into the opposite direction, 
and the time may come again when we 
shall have an even smaller number of 
banks than we had in 1820. 

This prediction would almost certainly 
come true if such a development were 
not likely to be at least considerably de- 
layed if not entirely prevented by re- 
strictive legislation existing in our vari- 
ous states. 


One Short Step 


7 me the most hopeful sign is the 
fact that lately some of our able 
bankers—men of vision and courage— 
have come out into the open and, doing 
away with much of the mystery sur- 
rounding the formation of such chains 
in the past, have declared their purpose 
to engage in this modern form of bank- 
ing. Thus a number of outstanding and 
well-managed banks in various sections 
of the country have definitely announced 
their plans for welding a large number 
of sound banking institutions in their 
respective territories into larger and, in 
their judgment, more effective organiza- 
tions by operating them under the group 
or chain system. To that extent at least 
the chain banking system has been im- 
proved. 

But who can doubt that it is only one 
short and logical step from this form of 
chain banking to branch banking, and 
that the development of these groups is 
but the prelude to renewed efforts to 
obtain legislation to later convert these 
controlled unit banks into a nation-wide 
system of branch offices? 

Some years ago there was a perfect 
mania for starting new small banks 
throughout the country, and too often 
these were established not because of 
“public convenience or necessity,” but 
because someone wanted to enjoy the 
dignified standing of being the banker of 
his community. There is no doubt that 
the danger of bank failures would be 
greatly reduced if we could stop this 
unnecessary multiplication of the num- 
ber of small new banks. The main reason 
for our troubles in the past has been that 
so many banks were poorly managed by 
so-called bankers whose previous knowl- 
edge of credits and finance was practi- 
cally nil, and who, with the best inten- 
tions to do otherwise, permitted their 
banks through lack of experience and 
shortsighted policies to get into such a 
weak and unsound condition that they 
were utterly unable to withstand the ef- 
fects of the deflation period, and went 
down in the first financial storm that 
came along. 


Unit System Is on Trial 


Bu the first remedy for that condi- 
tion is not branch banking or chain 
banking, but “better” banking. It is not 
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Banking in the Wild Lands 


By J. H. SIMPSON 


Banking in Far North Is Spiced With Romance and Adventure. 
Pioneering by Airplane Banks Send Forces Ahead of Business 
Into Far Places of Upper Canada. Blizzards and Bitter Cold 
Part of Day’s Work for Hardy Trail Blazers Back of Beyond. 


HURCHILL, MAN.—A branch of 
the Bank was opened at this point 
(usually known as Fort Churchill), 
on 18th March, under the man- 
agement of Mr. F. Fernie, former- 
ly manager at Rabbit Lake. Sask. 

“There is, as yet, no direct mail service to 
Churchill, and for the present all mail should 
be addressed to our branch at that point via 
The Pas, Manitoba. The service from The 
Pas to Churchill will be irregular, and cheques 
on the latter point should be taken for col- 
lection only for the time being. The regular 
service will not likely be in operation before 
3ist August. 

“The Canadian National Telegraph Com- 
pany maintain a _ telegraphic service to 
Churchill, messages at present being sent in 
by radio from Amery, Man., a point at Mile 
356 on the Hudson’s Bay Railway.” 

That is an extract from a recent staff 
circular of the Canadian Bank of Com- 
merce. Like the official communiques 
issued during the war, it reads with a 
misleading tameness. You get just as 
little inkling of the effort involved, the 
hazards and the hardships. True, “the 
service from The Pas to Churchill will be 
irregular... .” 

If you have a map of Canada handy, 
take a look at it. You will have to have 
a whole map of Canada! Ten years ago 
a map of the Canadian West, did not 
show Churchill. As a matter of fact 
The Pas, something of a metropolis now, 
just squeezed into the top of it. In 
those days anything North of 54 did not 
matter, except, perhaps, the Yukon, the 
country of Dan McGrew, where mining 

lingered on ina 
state, apparent- 
ly, of moribun- 
dity. 
Of course, 
Churchill is at 
about the same 
latitude as 
Skagway, Alas- 
ka, but one can- 
not compare the 
balmy Pacific 
Coast with 
frigid Hudson’s Bay, any more than you 
can compare the South of England with 
Newfoundland. 


Nature Holds the Trumps 


HURCHILL is the terminus, or 

rather will be the terminus, of the 
Hudson’s Bay Railway, the most coura- 
geous of Canada’s many intrepid rail- 
way ventures. That railway is Canada’s 
gamble with Nature and Nature holds 
most of the trumps. It is the answer 
to the West’s prayer for cheaper freight 
rates, or (the same thing) shorter hauls. 
And in the building of it the Canadian 
Government is fulfilling an _ election 


promise made the West. For Churchill, 
(“usually known as Fort Churchill”— 
and why, in the name of all that is 
picturesque, is not it still known as 
Fort Churchill?), is nearer to the heart 
of the Saskatchewan wheat plains than 
is the head of the Great Lakes. And it 
is hundreds, nearly thousands, of miles 


nearer Liverpool than is Duluth or Fort 
William. 

Why, then, was not this Churchill 
place dug up long ago? Well, the 
answer lies in the following clipping 
from the Vancouver Daily Province of 
May 1, 1929: 

“The Pas, Man., May 1. Wireless reports 
from Churchill state that the worst blizzard 
of the year is raging in that section, with 
the temperature down to sixty below zero, 
and all work temporarily halted on the Hud- 
son’s Bay Railway, which is buried under 
huge drifts of snow. It will be several days 


before the work of ballasting the line can be 
resumed.” 


On May the first! 

And this is the country served by the 
Hudson’s Bay Railway. It is not ex- 
actly the Barren Lands, but it is the 
next thing to that—totally uninhabited 
for almost the whole extent of the five 
hundred miles of steel. Conservative 
Canadian public opinion stood up and 
shrieked its disapproval of the road, and 
yet... 


The Banks Are on the Job 


NE is reminded, inevitably, of 

Henry Labouchere’s leading article 
in London Truth, of September 1, 1881, 
which read, in part, as follows: 


“The Canadian-Pacific Railway will run 
if it is ever finished, through a country frost- 
bound for seven or eight months of the year, 
and will connect with the Western part of 
the Dominion, a Province which embraces 
about as forbidding a country as any on the 
face of the earth. . British Columbia 
is a barren, cold, mountain country, that is 
not worth keeping. Fifty railroads would not 
galvanize it into prosperity. As for Manitoba 
the people who have gone there cannot stand 
the coldness of the winters. Men and cattle 
are frozen to death in numbers that would 
startle the intending settler if he knew. 
Colonel Butler’s ‘Great Lone Land’ is the 
land of which the Canadian Pacific Railway 
has yet five and twenty million acres to sell, 
and it is through a death-dealing region of 
this kind that the new railway is to run.” 
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And Henry Labouchere was _ con- 
sidered something of a sage in his time. 
Let us hope that the Hudson’s Bay Rail- 
way will prove just as startling a suc- 
cess as the Canadian Pacific. Let us 
hope that the unborn docks of Churchill 
will one day be lined with grain eleva- 
tors, and ships’ bottoms filled, for three 
or four months of each year at least, 
for the short but hazardous run to 
Europe. 

Whether or not all this materializes, 
the banks, as always in Canada, are 
on the job, waiting. Two of them—for 
the Bank of Montreal was in even ahead 
of the Canadian Bank of Commerce. 


Business Practically Nil 


ME: FERNIE’S first Weekly Report 
(known vulgarly as the Gossip 
Sheet), is interesting reading: 

“Fort Churchill branch opened for 
business on the 18th instant, and al- 
though we were not the first bank to 
open in Fort Churchill we have the 
honor of erecting the first building on 
the Fort Churchill townsite. We have 
abundance of nutritious supplies and 
equipment. The business of the branch 
at present is practically nil. The em- 
ployees of the Department of Railways 
and Canals are 
not in favor of 
changing their 
banking ac- 
counts to Fort 
Churchill, as 
the Department 
will not, at 
present, mail 
cheques or ac- 
cept powers of 
attorney to a 
bank in Church- 

ill, there being 

no post office 

here. So at 

present it is 

arduous to obtain deposits from this 
source. 

“The Dominion Explorers Limited ex- 
pedition left here last week with two 
Lynn tractors hauling over 200 tons of 
freight and supplies en route to their 
Northern base at Chesterfield Inlet, a 
journey of 400 miles over ice along the 
coast line of the Hudson’s Bay. The 
expedition is being guided by two 
Eskimos, who travel ahead of the trac- 
tors with dog team.” 

The reason for Churchill’s settlement 
is the wheat. Because of the latitude it 
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is unique in that respect. The rest of 
Canada’s great Northland is opening up 
on account of its mineral wealth. Cobalt 
started it, in 1905. Then came Rouyn 
and Noranda, far in the hinterland of 
Quebec. Noranda—a name to conjure 
with! 

Then the “Big Interests,” hearkening 
to the wild tales of rambling pros- 
pectors, and to the theories of learned 
geologists on the subject of the pre- 
Cambrian Shield (which, wherever it is 
discovered, indicates mineral wealth) — 
investigated a district rejoicing in the 
name of Flin Flon. That modern 
marvel, the diamond drill, was employed, 
and forthwith there sprang into exist- 
ence two companies which have already 
made several millionaires. 


Something New in Banking 


| ww FLON proper is the townsite of 
the Hudson Bay Mining and Smelt- 
ing Company (which must not be con- 
fused with the old Hudson’s Bay Com- 
pany, “The Company of Adventurers of 
England Trading into the MHudson’s 
Bay”). And, by the way, the correct 
spelling carries the apostrophe, albeit 
it is often omitted, as even in the case 
of the big mining company. The 
Sherritt-Gordon property is hard by, at 
Cold Lake. 

These properties are about a hundred 
miles due North of The Pas. Not on 
the line of the Hudson’s Bay Railway, 
which runs sharply to the Northeast. 
So another railway is being built, the 
Flin Flon. 

The branches of the Canadian Bank 
of Commerce at Flin Flon and Cold Lake 
were opened, last year, by air. Some- 
thing new in banking. The following 
account of the first banking flight to 
Cold Lake is given by W. R. Henderson, 
Assistant Inspector, the Canadian Bank 
of Commerce, Winnipeg. And it is an 
amusing refutation of the theory of 
some Canadians, that the numerous 
Canadian bank amalgamations have been 
detrimental to the free spirit of com- 
petition :— 

“I was in readiness for the flight to 
Cold Lake (from The Pas) at daylight 
on Saturday morning, February 18th 
(1928). Mr. Henderson says, “When 


I entered the Western Canada Airways 
Company’s warehouse, I found The Pas 
managers of two other banks, and a 
third man whom I had met on the train 
coming North, and who was the repre- 
sentative for Cold Lake of still another. 
All were in ‘bush’ clothes ready for fly- 
ing, as I was. I am not sure who was 
the most surprised of the four, but it 


was rather an unusual combination of 
four bankers bound for the same place 
by air and none of them on holiday.” 


Kept on Climbing 


BY something went wrong with the 


plane that morning, and the bank- 
ers’ convention adjourned. It was two 
o’clock on the afternoon of the following 
Tuesday before Mr. Henderson got off 
in another plane. 

“After taxi-ing over the snow for 
about 200 yards,” the report continues, 
“the plane rose smoothly against the 
wind. We kept on climbing until we 
were up from 2500 to 3000 feet, heading 
due North. Soon the grade of the Flin 
Flon railway came into sight and we 
followed it for many miles. Away to 
the West one could plainly see the clear- 
ing cut in the timber, marking the 
boundary line between Manitoba and 
Saskatchewan. This is the landmark 
the pilots follow in flying to Reindeer 
Lake, 300 miles to the North. 

“We made the landing at Cold Lake 
at five o’clock, and within five minutes 
I had an option on a section of a store 
that had just been finished that day. 

“The first 
plane to return 
got into Cold 
Lake in the 
forenoon of 
Friday, Feb- 
ruary 24th. I 
was able to 
make arrange- 

ments to call at 
Cranberry 
BERT Portage on the 
way South. 
This latter point is located on the East- 
ern arm of Lake Athapapuskow, and one 
heard considerable rumor in The Pas 
as to its developing into a good sized 
town.” (It has.) 

The Pas itself, once famous only for 
its dog team derbies, but now a thriving 
town of about 3000 persons, has five 
banks, including the Big Three. Fifty 
per cent representation, for there are 
only ten banks in Canada. There is a 
bank at Cranberry Portage, two at Cold 
Lake, and two at Flin Flon. And the 
planes of the Western Canada Airways 
are flying all over the place. They, and 
the radio, break the stillness of the 
North, the isolation of the frontier. 


Steel is Going In 


OU cannot talk about the North 

and leave out the Peace River dis- 
trict of Northwestern Alberta. It is 
known as the Last Great West, the great 
West, that is, in the old sense—the West 
of the yellowing fields of waving grain, 
the hum of the thresher. 

It is 250 miles Northwest of Edmon- 
ton; 450 miles, as the crow flies, from 
the Alberta-Montana boundary. As far 
North into Canada as Tennessee is 
South from Chicago. Their need, of 
course, up there, is railways, and the 
steel is going in. 

But, as usual, the banks have not 
waited for the railways. There is a 


bank at Peace River itself (which has 
600 population), there are three at 
Grande Prairie, a place of 1,061, and 
one each at Wembley, Clairmont, Sex- 
smith, Rolla, and Pouce Coupe, the com- 
bined populations of which do not total 
1,500 souls. 


And they grow wheat up there! One 


Herman Trelle, of Lake Saskatoon, four 
miles from Wembley, won the Interna- 
tional Championship two years in suc- 
cession, 1926 and 1927, with his product. 

This country may also be famous, some 
day soon, for its oil. Right from Grande 
Prairie up to Fort Norman on the Mc- 
Kenzie River, just under the Circle, the 
Imperial Oil Company is quietly pros- 
pecting, with, apparently, a fair chance 
of duplicating the present astonishing 
development of the Turner Valley, in 
the South of the Province. 


They Specialize in Snow 


ND farther West, and still farther 
North, lies the frontier of British 
Columbia. At the foot of the Alaska 
Panhandle there’s a district known as 
the Portland Canal. (They call their 
inlets “canals” up there, but they are 
made by a mighter hand than man’s.) 
A little to the South lies Anyox. 

Stewart, B. C., with 500 inhabitants, 
is the “metropolis” of the Portland 
Canal. These places specialize in rain 
and snow; it is not particularly cold. 
Communication with the outside is by 
water, which is open nearly all the year. 
There is not the same need for airplanes 
as in Northern Manitoba, which is for- 
tunate, as the country is as rugged and 
forbidding as any on the face of the 
earth. 

The real romance of mining is in 
placer. But placer mining is now al- 
most extinct. It only survives where 
the element of inaccessibility still ob- 
tains, as in the Dease and Liard coun- 
try, partly in Northern British Colum- 
bia, and partly in South Eastern Yukon, 
as yet an unknown region. 

An unknown land to you and to me, 
but it is home to young Anson Macey. 

Macey, a quiet mannered, medium 
sized and rather slender young English- 
man, got talking to me at my Seattle 
desk recently and I stopped work for an 
hour to listen to his tale. Seven years 
ago he was, a bank employee in Star 
City, Saskatchewan. 

He tired of the life, he decided to go 
prospecting and finally landed away up 
on the Liard, North of 60 degrees, hav- 
ing gone in by Telegraph Creek, on the 
Yukon Telegraph line, canoeing and 
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The Money in Circulation 


By ARYNESS JOY 


Division of Research and Statistics, Federal Reserve Board 


Distribution of the New Currency Involves Credit Problems. 
Curiosity Demand for Small Size Notes Expected for a Time 
But Efforts are Being Made to Avoid Substantial Increase in 


Total Circulation. 


MALL-size currency has begun to 
replace the familiar bills in cash 
registers and bill-folds, and before 
many months the new will have 
displaced the old so completely that the 
paper money of today will be almost a 
curiosity. The introduction of the new- 
size currency is a gigantic task from the 
point of view of planning and designing, 
manufacture and distribution. 

About 900,000,000 individual pieces of 
paper currency, representing some $5,- 
000,000,000 at face value, were outstand- 
ing at the end of April of this year— 
some “in circulation,” and the remain- 
der in the Federal reserve banks and in 
the Treasury’s own cash account. For 
several months the Bureau of Printing 
and Engraving has devoted its energies 
largely to the manufacture of the new 
money. It has been working three eight- 
hour shifts and turning out millions of 
pieces each day. By the end of June a 
large proportion of the amount out- 
standing had been manufactured, except 
for national bank notes and bills exceed- 
ing $20 in value. These will be issued 
at a later date. At the present rate of 
production, enough new currency will 
have been manufactured by the end of 
September to replace that outstanding, 
piece for piece—including national bank 
notes. 

The issue of small-size currency began 
on July 10, and hence did not coincide 
with first-of-the-quarter and Fourth-of- 
July demands. During the past five 
years an average of about $100,000,000 
has gone into circulation in the week be- 
fore the Fourth of July, and gradually 
returned to the banks within a few days 
after the holiday. Distribution to mem- 
ber and non-member banks is being 
handled exclusively through the Federal 
reserve banks and their branches, which 
now serve as depots for the distribution 
of currency. Member and non-member 
banks, in turn, are distributing to the 
public. 


A Matter of Economy 


XCEPT for the initial issue, the new- 

size currency will be put into circula- 
tion gradually in the ordinary course of 
retiring unfit notes, and for several 
months both new and old currency will 
be in use. 

Gradual introduction is the only de- 
sirable procedure, for a number of rea- 
sons. The first is a simple matter of 
economy. Clean currency in the old size 


“Money Minded” 


PPEARANCE of _ the 
new small size cur- 
rency has made the nation 
“money minded” for the 
time being, yet the general 
public is but dimly aware 
that there are five kinds 
of money that are affected 
by the changes in design 
now being made by the 
Treasury. Each of these 
different kinds of paper 
money gives rise to differ- 
ent problems in connection 
with the process of dis- 
tribution of new notes 
which will be going on for 
several months. 


is still available and it would be waste- 
ful and costly to scrap it. Moreover, if 
no attempt were made to regulate the 
rate of substitution, the mechanical 
problem of sorting and counting millions 
of pieces of currency at Federal reserve 
banks and the Treasury would be almost 
insuperable. 

The greatest problem of distribution 
is to effect the shift from one size of cur- 
rency to another without an undue in- 
crease in the demand for money in cir- 
culation, and, consequently, for reserve 
bank credit. It should be noted, in pass- 
ing, that the phrase “money in circula- 
tion,” is used here in its official sense of 
cash outside the Federal reserve banks 
and the Treasury. Thus, cash in the 
vaults of banks is included with indi- 
vidual pocket-money, merchants’ till- 
money, American coin and bills abroad, 
in making up the total of “money in cir- 
culation.” 

Because of the interrelation between 
currency and credit, a change in the 
demand for currency, even though it 
reflects no alteration in basic economic 
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Slack Summer Season Aids the Change. 


conditions, is likely to affect credit con- 
ditions unless special measures are 
taken by the Federal Reserve System to 
offset it. A curiosity demand for the 
new-size currency on the part of the 
public has been anticipated and this 
would tend to increase the total amount 
of money in circulation. An additional 
currency demand arising in this manner 
will be felt at the commercial banks of 
the country in much the same manner as 
the currency demand at Christmas time. 
If, during the next few weeks commer- 
cial banks try to increase their stores 
of vault cash beyond the customary 
amount in the endeavor to meet their 
customers’ demands for small-size bills, 
even at the cost of carrying a surplus 
of large-size currency at the same time, 
the effect will be further to increase the 
volume of money “in circulation.” 

Since the inauguration of the Federal 
Reserve System, banks have not carried 
much surplus cash in their own vaults, 
because it no longer serves as legal re- 
serve against deposits. Instead it is idle 
and earns no interest, costs vault space 
and increases the danger of burglaries. 
When cash is needed, moreover, it can 
be quickly obtained from the Federal 
reserve banks. Within the past. year 
banks appear to have reduced vault cash 
considerably under the inducement of 
high money rates with the result that 
their cash holdings are now smaller than 
they were a year ago. Under the pres- 
ent system, the Federal reserve banks 
hold the surplus cash for the country 
and when it becomes necessary to obtain 
additional currency, banks do so by bor- 
rowing from the reserve banks, receiv- 
ing currency, dollar for dollar in return 
for indebtedness. 


If Demand Increases 


lig currency demand should increase by 
as much as $50,000,000 or $100,000,- 
000 during the summer in consequence 
of the introduction of new notes, either 
by virtue of excessive accumulation on 
the part of banks, or of a large public 
demand, member banks may be forced 
to borrow an equal amount from reserve 
banks to obtain it. It is perhaps fortu- 
nate that the Treasury has chosen the 
month of July for the introduction of 
the new currency, for after the Fourth 
of July demand is passed, currency and 
coin in circulation is usually at its sea- 
sonal low point for the year. It is, there- 
fore, to the advantage of banks to dis- 
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courage hoarding of either new or old- 
size currency by customers and to avoid 
large accumulations in their own vaults. 


Monetary Monuments 


HE new currency will be issued in 

five different kinds—gold and silver 
certificates, United States notes, Federal 
reserve notes, and national bank notes. 
Two other types are now outstanding in 
small volume, Federal reserve bank 
notes and Treasury notes of 1890. They 
are in process of retirement and will not 
be issued in the new size. Of these differ- 
ent kinds of paper currency, some are 
legal tender, others are not; each is dif- 
ferent in its provision for security and 
redemption, and each is a reflection of 
some episode in the monetary history of 
the United States. 

It is indicative of the small importance 
attached by the public to distinctions be- 
tween these various kinds of currency 
that in designing the small-size notes 
the Treasury has subordinated distinc- 
tions of kind almost completely to marks 
of denominations. Each different kind 
is labeled on its face, but the label is not 
so prominent as on the old size, and the 
distinguishing yellow back of gold cer- 
tificates will disappear. In the ordinary 
run of business, it is of no consequence 
to a shop-keeper or a payroll teller 
whether he has one kind of currency or 
another, for all are interchangeable and 
all are ultimately redeemable in gold. 
Nevertheless, each type presents its own 
peculiar problems, and now, while the 
nation is conscious of the currency for 
a few weeks at least, it may be interest- 
ing to review the different kinds of paper 
currency in circulation. 

About $4,700,000,000 in paper cur- 
rency and coin was in circulation in the 
United States at the end of April. In 
addition, a large amount—$1,775,000,000 
—was held by the Federal reserve banks 


Money in Circulation, April 30, 1929 
Paper circulation: 
In active circulation: 
Federal reserve notes. . $1,648,369 
Gold certificates 
National bank notes... 
Silver certificates 
U. S. notes 


In process of retirement: 


Federal reserve bank 
notes 
Treasury notes of 1890 


C100 


1,288 


Total notes $3,865,046 


Coin: 
Gold coin 
Subsidiary 
Minor coin 
Standard silver dollars 


$372,615 
281,040 
114,173 
43,785 
$811,613 17.3 


$4,676,659 100.0 


Total coin 
Total notes and coin 


July, 1929 


Inspecting the new notes at the Bureau of Engraving and Printing 


Printing the new small size currency in 
the Bureau of Engraving and Printing, 
Washington, D.C. 


and several million was in the cash fund 
of the Treasury. The composition of 
the circulation is shown in the accom- 
panying table. 

The bulk of the circulation is paper 
currency, and less than 20 per cent is 
coin. It is evident from the table that 
the five kinds of paper issued in the re- 
duced-size form a large share of the 
total circulation. The two most impor- 
tant elements are Federal reserve notes 
and gold certificates, which together con- 
stitute more than half of the total. 
United States notes, silver certificates 
and national bank notes are less impor- 
tant, and each is secured by a different 
kind of collateral. 


Civil War Relics 


T is important to note that the reserve 

banks exercise no direct control over 
the total amount of money in circula- 
tion. The demand for currency is de- 
termined by public needs and by the de- 
mands of member banks, and the reserve 
banks promptly meet this demand. They 
pay out the amounts which are de- 
manded of them, and exercise an option 
only in the kind of currency which is 
selected for payment. Fluctuations in 
any one kind of money, therefore, should 
not be used as a measure of fluctuations 
in currency demand. Only “total money 
in circulation” is significant from this 
standpoint. 

United States notes are relics of Civil 
War days, when they were issued in 
large amounts for war financing. They 
were not originally redeemable in gold. 
The total amount now authorized is fixed 
by law—to the dollar—at $346,681,016, 
and is capable of no expansion. Neither 
can they be contracted. As soon as 
notes wear out the Treasury is required 
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by law to put fresh notes into circula- 
tion. These notes are secured by a gold 
fund of over $155,000,000 in the Treas- 
ury. Most of these notes are in $5 de- 
nominations, and, in the new issue, bear 
a portrait of Lincoln on the face and an 
engraving of the Lincoln Memorial on 
the reverse. Some $2 United States 
notes are also available in the small size. 

Silver certificates are chiefly impor- 
tant in the everyday run of business be- 
cause they furnish over nine-tenths of 
the present circulation of $1 bills. Silver 
certificates are warehouse receipts for 
$j silver coins held in the Treas- 
ury. They are the legacy of the “free 
silver” controversy which began shortly 
after the cessation of free coinage of 
silver in 1873 and continued throughout 
the next two decades, ending in Bryan’s 
spectacular campaign in 1896 on a plat- 
form of “free and unlimited coinage of 
silver at a ratio of 16 to 1.” The maxi- 
mum amount of silver dollars available 
for security for silver certificates is 
about $540,000,000. Certificates have 
now been issued for about 480,000,000 of 
these silver dollars and 40,000,000 which 
are in actual circulation and are serving 
the same purpose as certificates. 


Liens on Reserve Banks 


OLD certificates are warehouse cer- 
tificates for gold coin and bullion held 
in the Treasury and the total stock can 
be expanded further on the basis of our 
present monetary gold holdings as well 
as on the basis of any future additions 
to the country’s stock of monetary gold. 
Federal reserve notes are the largest 
single component of the currency, and 
have held this position of major impor- 
tance since 1918. Notes are put into 
circulation by the Federal reserve banks 
in response to a demand for currency 
from member banks, and they are not 
only a first lien on the assets of the 
Federal reserve banks, but are obliga- 
tions of the United States Government 
as well. 

Reserve notes must be secured by not 
less than 100 per cent collateral, either 
in the form of gold or “eligible” paper. 
This security is deposited by Federal re- 
serve banks with Federal reserve agents, 
who are the representatives of the Fed- 
eral Reserve Board at the Federal re- 
serve banks. This security must be fur- 
nished for all notes paid out by the 
agents whether they are in circulation 
or held by Federal reserve banks. 
Against the amount of notes actually 
paid out into circulation by the reserve 
banks (i.e., excluding their own notes 
held in their own vaults) they are re- 
quired to keep a gold reserve of 40 per 
cent. Gold on deposit with the Federal 
reserve agent as collateral for notes is 
counted as part of this required reserve. 

A large part of the gold held as col- 
lateral against Federal reserve notes is 
held in trust in the United States Treas- 
ury. To insure the ready redemption of 
the notes, a gold redemption fund 
amounting to about 5 per cent of the 
amount of notes outstanding is main- 
tained by the Federal reserve banks and 
agents. This amount represents two 


redemption funds, one maintained by 
each Federal reserve agent against Fed- 
eral reserve notes for which gold has 
been deposited as collateral, and the 
other by each Federal reserve bank 
against those notes for which eligible 
paper and not gold has been deposited 
with the agents as collateral. Gold in 
both of these funds must be counted as 
reserve exclusively against Federal re- 
serve notes in circulation, and cannot be 
counted as reserve against deposits. In 
addition, a gold fund is held in trust in 
the Treasury in the custody of the Fed- 
eral Reserve Board. By means of this 
fund settlements of note accounts be- 
tween Federal reserve banks are made 
by book entry. 


Collateral Requirements 


RECENT statement (May 1) illus- 

trates the division of the collateral 
securing the notes, and the distribution 
of the various funds. On this date Fed- 
eral reserve notes totaling $2,058,000,000 
had been issued to the Federal reserve 
banks by Federal reserve agents, and of 
these $1,664,000,000 were in circulation. 
The collateral securing this issue was 
as follows (in millions of dollars): 


Gold and gold certificates........ 381 
Agents gold redemption fund (in 
Gold fund with F. R. Board...... 842 
2,424 
F. R. notes issued to banks... 2,058 
Excess collateral...........-. 366 


1 Against notes for which gold is held 
as collateral. 

Of the total collateral deposited, less 
than half was eligible paper, and the 
remainder was gold. Almost all of the 
eligible paper held by the banks on that 
date was deposited with Federal reserve 
agents to secure Federal reserve notes. 
This is a customary practice, as is also 
the deposit~of ex- 
cess collateral, in 


discounted for member banks, additional 
Federal reserve notes would require an 
equivalent amount of gold as collateral. 
The substitution of Federal reserve notes 
would not affect the public’s use of cur- 


- rency, for the public is satisfied with 


either kind of currency. It would not 
affect borrowing by member banks, and 
it would not affect credit conditicns. The 
one thing it would affect is the reserves 
of the Federal reserve banks. 

When the reserve ratio is high, the 
use of Federal reserve notes secured 100 
per cent by gold in place of gold certifi- 
cates changes the ratio by a compara- 
tively small percentage, because the re- 
serves of the reserve banks at such 
periods approximate the liabilities 
against which they are held, and a simi- 
lar change in both assets and liabilities 
has relatively little effect. This is illus- 
trated by the following table, showing 
the calculation of the reserve ratio on 
May 1, and a similar computation made 
on the assumption that half a billion 
Federal reserve notes were substituted 
for an equal amount of gold certificates. 


Actual Hypotheti- 
Statement cal 
(May1) Statement? 
(In Millions of Dollars) 
Federal reserve notes in 
circulation ....... 1,664 2,164 
Total deposits......... 2,410 2,410 
Deposits plus note lia- 
4,074 4,574 
Total cash reserves.... 2,986 3,486 


Ratio of reserves to note 
and deposit liabili- 
ties combined..... 73.3 76.2 


1 After substitution of $500,000,000 Federal 
reserve notes for gold certificates. 

With the issue of hypothetical Federal 
reserve notes, reserve bank liabilities 
would be increased $500,000,000, and 
cash reserves would be increased by an 
equal amount, inasmuch as gold certifi- 
cates would be retained in the vaults of 
the Federal reserve banks as they came 

(Continued on page 78) 


order that addi- 
tional notes may be 
obtained quickly 
when necessary. 


These collateral 
requirements are 
important in con- 
nection with a pos- 
sible increase in the 
circulation of Fed- 
eral reserve notes. 
Suppose, in- 
stance, that the 
Federal Reserve 
System were to 
substitute $500,- 
000,000 of Federal 
reserve notes for 
gold certificates at 
the present time. 
Unless such an in- 
crease were accom- 
panied by a simul- 
taneous increase in 
eligible commercial 
paper held by Fed- 
eral reserve banks, 
namely, accep- 
tances, and bills 
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The Surplus Age 


HIS is a surplus age. 
We have a surplus of land, a surplus 
of wheat, a surplus of many other crops. 

There is a surplus of oil, a surplus of 
plant facilities. 

There is a surplus of railroad companies 
as is indicated by the encouragement of the 

powers that be toward 
consolidations of rail- 
ways. There is, too, a 
surplus of ships. 

Only recently there 
was a surplus of banks 
as the failures as well 
as the statistics proved. 

Running through it 
all there is a surplus of 
laws and a surplus of 

lawbreakers, and there is more than a sus- 
picion in the minds of a few that there is 
even a surplus of education—of the wrong 
kind. 

To dispose of the surplus is the great 
problem of the hour, and to aid in its solu- 
tion philosophies, slogans and clever subtili- 
ties are devised, because all of this business 
of life and living has developed a tremen- 
dous speed ; we must keep up the speed—if 
we stop there will be disaster! 

“Take ye no heed of 
the morrow, what ye 
shall eat, or what ye 
shall drink, or where- 
withal ye shall be 
clothed” therefore must 
compete with a_ phi- 
losophy which in effect 
is “a different suit of 
clothes for each day 
will keep poverty 

away ;” or “a car for each is the lesson we 
teach.” 

Quite appropriately there is a surplus of 
accumulated wealth to be given away. 

On top of it all there is a surplus of labor, 


these piping times having developed a pros- 
perity unemployment. 

Along with all the other surpluses there is 
a surplus of leisure—not that many of our 
people are not busy enough but much ac- 
tivity is of the kind that is illustrated by a 
fly under a glass. 

All of these surpluses and others not men- 
tioned indicate that our civilization has 
conquered poverty, temperature, darkness, 
pain, distance and gravitation, even the 
spectre of old age. 

To what does all this portend? 

Is business to turn the screw on the con- 
sumer so often and so hard that the pur- 
chase shall at last be broken? 

Can our civilization stop where it is? 

Having risen to the 
present stage of de- 
velopment must we wit- 
ness a retrogression, as 
is evidenced by the un- 
concealed and flaunted 
disrespect for the law 
and church, or are there 
better things beyond? 

Predictions often are 
idle. In_ retrospect 
they sometimes reveal more stupidity than 
wisdom, yet it is significant that Steinmetz, 
the wizard of electricity, is reported to have 
declared that the next great advance would 
be spiritual. 

If he is right, how will banking fit into 
that ? 

Honesty, intelligence, industry, a whole- 
some respect for unchangeable economic 
laws constitute the structure on which our 
banking system is built, hence if the next 
step in evolution is the step that Steinmetz 
predicted it should strengthen the position 
of banking. 
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The Duty of Providing Credit 


By EDWARD C. STOKES 


Chairman, First-Mechanics National Bank, Trenton, N. J. 


If We Can Not Furnish Credit as Cheaply as the Weak Nations 
of Europe, Our Banking System Has Confessed the Height 


of Incompetence. 


Credit Seekers Discouraged by the Fed- 


eral Reserve System in Order to Improve Its Own Reserves. 


EALTH comes from the de- 

velopment of the brains of 

the citizen and credit is the 

tool with which he works. 
The man with wealth has little incentive 
to effort. It is the poor man who is 
ambitious and who develops by trying 
to achieve and to him as a forward 
looking pioneer, credit is a necessity. It 
is his cost of production and if credit 
is dear, the cost of production is high. 
If credit is restricted, production and 
progress are restricted. Here is where 
I part company with the present func- 
tioning of the Federal Reserve System. 

The Federal Reserve System was cre- 
ated to stabilize credit and make it 
easier and cheaper for the legitimate 
borrower. President Wilson said at its 
inception that it was panic proof, that 
high interest rates would no longer pre- 
vail and that no banker in the future 
need tell a legitimate borrower that he 
had no money to loan because he could 
borrow of his Federal reserve bank and 
thus obtain the required credit. 

This prophecy has not been realized. 
Indeed, interest rates have been high, 
perhaps higher on the average than for 
a long period. Business men have found 
it difficult to obtain credit. Even from 
Texas comes the cry that the cattle men 
cannot find credit to use for preparing 
their cattle for market. 


Questions the Right 


Sipe functioning of the system has 


apparently gone astray. Under at 
least the implied object of the charters 
of the Federal reserve banks, their 
right to charge a discount rate beyond 
that which enables a member bank to 
loan to its customers at the legal rate 
without loss is open to serious chal- 
lenge. The cost of operation of the 
average member bank is at least 1.70 
per cent and if the re-discount rate is 
five per cent, the money which it loans 
to its customers costs it 6.70 per cent. 
The member bank thus is loaning at a 
loss and the chief object for which the 
Federal Reserve System was created— 
to furnish credit for legitimate borrow- 
ers—is made impracticable. 

I do not think that the Federal re- 
serve banks are within their implied 
charter rights when they raise the dis- 
count rate above 4% per cent in states 
where the legal rate is 6 per cent. If 
the Federal Reserve System can not 
keep interest rates low and credit cheap, 


Wheat Drops 


HE result is a policy 

of confusion and un- 
certainty. One incident is 
most amusing: 

“Congress meets in spe- 
cial session for farm relief. 
Its sole object is to provide 
agricultural credit, and at 
the same time the Federal 
Reserve System is restrict- 
ing credit and the farmer’s 
wheat drops below a dollar 
for the first time in four- 
teen years. The Federal Re- 
serve System pulls one way, 
Congress pulls another and 
wheat don’t know which 
way to go.” E. C. Stokes. 
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it is of no use to the member banks of 
the country and it has confessed its fail- 
ure to perform the function for which it 
was created. 

The average man of the country feels 
that the real object of the Federal Re- 
serve System is to furnish credit at rea- 
sonable rates for business purposes and 
when the Federal Reserve System steps 
beyond this well-recognized function 
and attempts to use its power to regu- 
late or control speculation, either for or 
against, either up or down, it is in the 
position of a minister who leaves the 
pulpit to referee a prize fight. It means 
well but it is out of its sphere and is 
exercising ultra-vires powers in a field 
where it is bound to fail. 

President Coolidge, in his Armistice 
Day speech, called attention to the 
ridiculous position of America, the cred- 
itor nation of the world, with one-half 
of the world’s gold, with Europe paying 
us $1,200,000,000 a year in interest, with 
exports far beyond our imports, creat- 
ing a balance of trade for which we 
must be paid and yet our interest rates 
are higher than England, or France, or 
Germany, one of them at least a semi- 
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bankrupt nation, a disgraceful and arti- 
ficial situation that makes money rates 
as high as 14 per cent. 


Thinks Too Much of 
International Banking 


Miers Federal Reserve System has cer- 
tainly failed in the fundamental ob- 
ject for which it was created—to fur- 
nish cheap credit—and it has failed 
because it is thinking too much of inter- 
national banking and too little of Amer- 
ica and is imbued with the false notion 
that it must busy-body itself with 
whether or not the American citizen 
shall buy a share in his country’s. pros- 
perity in the form of securities—a pa- 
ternalism far afield from the credit 
function. If, with our strong financial 
position, we cannot furnish credit as 
cheaply as the weak nations of Europe, 
our banking system has confessed the 
height of incompetence. 

The Federal reserve thus departed 
from its credit function and began to do 
something else. This departure from 
the credit function was more noticeable 
because there was no necessity in the 
condition of the Federal reserve banks 
to warrant the restriction of credit ac- 
commodations. When the bank of En- 
gland raises its discount rate, it does so 
because its gold reserves are impaired 
or threatened or what amounts to the 
same thing, it is over-loaned. It, there- 
fore, discourages credit seekers in order 
to improve its own reserves. 


“Have No Such Excuse” 


HE Federal reserve banks have had 

no such excuse for raising their re- 
discount rates. Their position was ex- 
ceptionally strong. The ratio on May 
25th was 75.9 against 70 a year ago. 
The ratio of the New York Reserve Bank 
was 84.4 against 72.5 for the same pe- 
riod a year ago. Yet, a year ago, with 
less reserve than at present the redis- 
count rate was 3% per cent against 5 
per cent today. The increased rate of re- 
discount, therefore, was not necessitated 
by the condition of the Federal reserve 
bank reserves. It should have been low- 
ered rather than increased. 

It had some other object and that ob- 
ject was clearly disclosed in its state- 
ment of February 7. It assumed to be 
the ringmaster of the Stock Exchange. 
These two functions are incompatible. 
You cannot make credit dearer for the 
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brokers and not at the same time make 
it dear and difficult to obtain by the 
farmer, the manufacturer and the busi- 
ness man. 

The Federal reserve policy checked 
the flow of credit when it had credit to 
loan. It made interest rates usurious; 
it increased the cost of government and 
municipal financing at the expense of 
the taxpayers, the last government 
loan being floated at over 1 per cent 
higher than a year ago; it helped to 
demoralize the farmer’s staples, wheat 
and cotton; it frightened the public, it 
disturbed business confidence; it held 
aloft a Damocles sword by its covert in- 
sinuations that a higher discount rate 
would yet be charged; it thus enabled 
the strong to shake out the timid and 
frightened holders of securities and 
when the pockets of the former were 
filled with cheap holdings and_ the 
rumblings were heard from wheatfields 
of the West and the cotton fields of the 
South, it beat a retreat and its apolo- 
gists suddenly announced that the 5 
per cent discount rate would not be 
raised. Of course, the attitude of the 
government banks caused a crash in 
prices. 


Foiled in the Humanity of 
Banking 
A 


GREAT general, it is said, looked 

over the array of the dead upon 
a victorious battlefield and said with an- 
guish, “What a price to pay.” And 
when any banking system has held 
back its credit resources until weak and 
inexperienced investors and the sons of 
agriculture and industry have seen 
‘their holdings shrink in value, that sys- 
tem has failed in the humanity of 
banking, and like the Levite, who passed 
by on the other side, forgets it has a 
solemn duty and responsibility to aid 
the investor, whether in stocks or in 
bonds, in cotton or in wheat, in in- 
ventory or in manufactured products: 
for a banking system that does not pro- 
tect the weak and the inexperienced is 
not a humane system and has no place 
on God’s earth. 

It makes the red blooded man quiver 
with indignation to hear an inhuman 
credit policy rejoicing when it has de- 
pleted values and brought sorrow and 
disappointment and loss to those whom 
it is a duty to lead and protect. 

I have no sympathy with ‘any eco- 
nomic policy that does not recognize the 
brotherhood of man and fails to re- 
member that it is its brother’s keeper. 
I like to picture in contrast one of the 
great banking institutions of New York 
City that has a personal loan depart- 
ment with 28,000 customers, advising 
and protecting and helping the small 
borrower against the loan shark, as 
against the banking theory that injures 
the small investor by withholding credit 
and reducing the value of his posses- 
sions. 

Only a few speculate. Indeed, the 
difference between investment and 
speculation, no man has ever yet de- 
fined. There are millions in the land 
whose savings have bought securities. 


A credit policy that, under the pretense 
of stopping the illy-defined practice of 
speculation, strikes at the innocent mil- 
lions by reducing the value of their 
property is letting loose a destructive 
flood that washes away the homes and 
factories under the pretense of irrigat- 
ing the land. 

The use of credit to help turn the 
wheels of trade is legitimate and con- 
structive. The abuse of credit to deplete 
prices is illegitimate and destructive and 
is no part of the credit function. The 
deflation policy of 1921 is an illustra- 
tion. It drove down prices as fast in 
six months after the World War as in 
six years after the Civil War. It de- 
preciated the value of inventories to 
the injury of merchants and manufac- 
turers and to the loss of banks. It hurt 
every investor in the land, it drove 
government bonds from par to 82, to 
the loss of every patriotic investor who 
bought bonds during the war until it 
hurt. It distressed the farmer and 
created the farm problem, which states- 
manship has not yet solved, and which 
to the alarm of the country causes a spe- 
cial session of Congress. 


These Need Our Guidance 


F course, there are millions who are 

inexperienced and unwise, childlike 
and trusting. These are the ones who 
need our guidance and our help and the 
credit resources of the nation should 
not be used against them. I have no 
sympathy with any banking system that 
does not have humanitarianism as its 
chief object and the aid of the individual 
by credit, by advice and its business 
knowledge and experience. I know of 
one bank that has turned red figures 
into black, saving its customers from 
bankruptcy by their aid and advice. I 
believe that 90 per cent of the bankers 
of our country perform the same ser- 
vice. For that reason, I think it is our 
business as to how we dispose of our 
credit so long as we function according 
to the law and we can perform that 
service better than the government 
banks can tell or direct us. The Ameri- 
can individual can regulate himself 
hetter than the government can regulate 
him. 

Fundamentally our greatest difficulty 
is the fact that we are under what is 
tantamount to government control or 
ownership of our banking system al- 
though the country seems blind to that 
evident fact. The thousands of inde- 
pendent local banks, whose officers know 
the needs of the community in which 
they are located better than govern- 
ment officials, are controlled and directed 
by a government system with powers 
greater than Congress or the President 
and unparalleled in the monetary his- 
tory of the world. This is government 
ownership except that the banks and 
not the government furnish the capital. 

We tried goverrment ownership or 
government control in the manage- 
ment of our railroads and we gave 
it up as a colossal failure. Just as 
surely as this principle failed in rail- 
road management, it will fail more com- 
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pletely and if unchecked bring disaster 
in American banking circles. As Hoover 
said, in his inaugural, “Progress is 
born of co-operation in the community, 
not of government restriction. The 
government should assist these move- 
ments of collective self-help by itself 
co-operating with them.” The Federal 
Reserve System is government restric- 
tion and it is not co-operating with com- 
munity self-help in credit but is re- 
stricting it. Whenever the government 
interferes in business in any form of 
activity, business suffers. 

This is just as true in banking as in 
other fields. The government banking 
authorities have departed from the duty 
of providing credit in the attempt to 
force the American people to cease to 
buy securities. This is government pa- 
ternalism in extremis. 


“Wheat Don’t Know 
Way to Go” 


HE radicals do not think the Fed- 

eral Reserve System, in this re- 
spect, has gone far enough, the con- 
servatives think it has gone too far and 
the result is a policy of confusion and 
uncertainty. One incident is most amus- 
ing: 

Congress meets in special session for 
farm relief. Its sole object is to pro- 
vide agricultural credit and at the same 
time the Federal Reserve system is re- 
stricting credit and the farmer’s wheat 
drops below a dollar for the first time 
in fourteen years. The Federal Reserve 
System pulls one way and Congress pulls 
another and wheat don’t know which 
way to go! 

Nor can the banker fail to recognize 
the changing forms of credit. 

Brokers’ loans constituting not more 
than 7 per cent of the total loans made 
by banks to the people of our country 
have been made such a bogey-man in 
our financial nursery and have been so 
anathematized by the government in- 
stitutions that the new methods of fi- 
nancing enterprise, moral, religious and 
agricultural in the form of stock have 
been unfortunately obscured. Corpora- 
tions are now financing their needs 
largely through stock issues and loans 
are made to stockholders of corporations 
instead of directly to the corporations 
themselves through commercial loans as 
formerly. 

In 1922, business corporations financed 
9-2/10ths their credit needs through 
stock issues and in 1927 over 26 per 
cent of their credit transactions were 
consummated in that form and the prac- 
tice is growing. 

The banker used to loan $100,000 to 
the U. S. Steel directly. He now loans 
$100,000 on the stock of the U. S. Steel 
that has been issued for exactly the 
same purpose. 


Which 


Brokers’ Loans 


HEN he makes a loan in the for- 

mer way, the government banks 

applaud him. When he makes a loan in 

the latter way, for exactly the same 
(Continued on page 74) 


. 


Needs of the National Banks 


By CARL WILSON 


Suggestions for New National Bank Legislation Cover a Wide 
Field. Branch Banking, Insurance of Trust Powers, Exemption 
from Taxation, Greater Attractions to Membership in Federal 
Reserve System and Slow Deposit Departments Are Advocated. 


URTHER revision of the National 
Bank Act seems to be likely. The 


ington the realization that the system 
must be modernized to survive. To this 
end the national bank authorities have 
begun to canvass the best banking and 
economic opinion in the country for sug- 
gestions for legislation to be submitted 
to the next session of Congress. 

The trend away from the national 
system and in the direction of state char- 

| ters is no new thing. It led to the enact- 
ment of the McFadden Act of 1927, which 
was supposed to put the national insti- 
tutions in a position of equality in 
competition with state banks. But the 
McFadden Act merely slowed down the 
drift temporarily. Within the last six 
months seventy-nine national banks with 
aggregate resources of $2,750,000,000 
left the system and took out state char- 
ters. 

The decision of the Massachusetts 
Supreme Court in May, 1928, provided the 
impetus for-many~of the recent defec- 
tions from the national banking system. 
The court held that where a national 
bank and a trust company chartered by 
the state merge, the national bank does 
not automatically succeed to the trust 
powers previously exercised by the state 
institution. This decision, which directly 
challenged the validity of the McFadden 
Act, when in conflict with a state statute, 
influenced a number of important insti- 
tutions created by mergers to take out 
state charters and thus prevent any in- 
terference with existing trusts. In 
May, 1929, the Supreme Court of the 
United States virtually upheld the Mas- 
sachusetts court~since~ it~ decided that 
where astate statute forbids a national 
bank might not succeed to the trust 
powers of an acquired state institution 
without reappointment. 


Notice Has Been Served 


OWEVER, the Worcester County 

National Bank case is only one of 
a number of forces that the national 
system has to reckon with. This was 
recognized by Comptroller of the Cur- 
rency J. W. Pole, when in an address in 
Atlantic City on May 23 he said: 


“In view of the existing situation with 
reference to unit banking, the growth of 
group banking, the curtailment of branch 
banking by Federal statute and the increas- 
ing number of bank mergers under trust 
company charters, the time appears oppor- 
tune to reexamine the basic structure of our 
entire banking system and to formulate a 


Some Suggestions 


Comptroller of the 

Currency has announced 
that at an early date he 
would call into consultation 
a group of outstanding 
bankers and students of 
finance and ask their as- 
sistance in the formulation 
of recommendations to 
Congress which will offer 
to state banks and trust 
companies an opportunity 
to gain a wider field of 
banking operations under 
a national charter. Here 
are some suggestions from 
the banking field which 
show the trend of thought 
at the present time. 


SSS 


new banking policy to meet present-day 
conditions.” 


Thus notice has been served that a 
revision of the national banking laws is 
to be sought, and sought prompily. 


The Real Dynamite 


OW that revision of the national 
bank law impends, the branch bank- 


ing question arisen again witha 


new force. Presumably the branch 
banking controversy was settled by the 
Mcfadden Act, actually it has only been 
slumbering. While the Worcester bank 
case may be considered the spark that 
ignited the demand for new national 
bank legislation the branch banking 
question is the real dynamite beneath 
the charge. 

But the future of the national banking 
system will not be fought out over the 
questions of branch banking and the 
right of national banks to succeed to the 
trust powers of state institutions as the 
only issues. Banking opinion is already 
beginning to crystallize and suggestions 
for strengthening the national system 
run the gamut of nation-wide branch 
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banking, county branch. banking, relief 
from taxation, making membership in 
the Federal Reserve System more attrac- 
tive and the authorization of slow 
deposit departments. So far as the 
situation created by the decisions in the 
Worcester County National Bank case 
is concerned there is some disposition to 
scout the ability of Congress to find a 
legislative remedy. 

One of the first reactions to Comptrol- 
ler Pole’s announcement of his intent to 
seek broader: powers for national banks 
came from Representative Louis T. Mc- 
Fadden, chairman of the banking and 
currency committee of the House, and 
author of the 1927 législation. Speaking 
before the Illinois Bankers Association 
on June 20 he declared that recommenda- 
tions by the Comptroller of the Currency 
would be welcomed by the House com- 
mittee. 


For a Unified System 


66 ITHOUT in any way commit- 

ting myself to a definite pro- 
gram,” he said, “or forecasting what 
the banking and currency committee may 
do, I may mention some of the policies 
which Congress could adopt for the 
purpose of establishing and maintain- 
ing a single unified system of commercial 
banking in the United States. 

“Nation-wide branch banking powers 
could be given to the national banks. 

“National banks could be relieved of 
all taxation by the state governments 
since such taxation is now imposed solely 
by permission of Congress. This per- 
mission could be withdrawn. 

“Under its constitutional power to 
regulate commerce between states, Con- 
gress could limit the financing of trans- 
actions in interstate commerce to the 
national banks. 

“The adoption of all or any one of the 
above proposals would give such an 
advantage to the national charter that 
no large state bank could afford to 
operate under a trust company or state 
bank charter.” 


County Branch Banking 


MONG national bankers it is evi- 
dent that the future of the system 

is the subject of deep thought. The 
views of a number of them have been 
obtained and are indicative of the sug- 
gestions which Comptroller Pole will 
receive as the basis for new legislation. 
“T feei,” says John W. Barton, presi- 
dent of the Metropolitan National 


thinning ranks of the national mS 
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Bank, of Minneapolis, “that it would be 
desirable to permit national banks to 
have branches in the county in which 
they are located, regardless of state 
laws relating to branch banking. 

“Apparently one of the most serious 
problems confronting national banks at 
the present time is the question of 
national banks not being able to succeed 
to the trust business of trust companies 
in the consolidation of trust companies 
with national banks. This seems to be 
a problem that cannot be reached 
through any change of laws that could 
be made by Congress.” 


Wants Radical Changes 


E. ADAMS, president of the First 
¢ National Bank of Youngstown, 
Ohio, is for radical changes in the law 
to permit a national bank to segregate 
its deposits and subject withdrawal of 
part of them to the convenience of the 
bank rather than the convenience of 
the depositor. 

“It is my opinion,” says Mr. Adams, 
“that the national bank can be saved 
from extinction only by changes in the 
laws that are much more radical than 
any that have heretofore been suggested. 
My idea about these changes is that 
they should include provisions under 
which national banks could accept in 
segregated departments interest-bearing 
deposits subject to withdrawal at the 
convenience of the bank rather than at 
the convenience of the depositor and 
invest all such deposits in mortgage and 
other slow loans. 

“For more than one hundred years 
the character of the loans with respect 
to liquidity that are needed and de- 
manded from banks has been changing. 
Fifty years ago upward of 40 per cent 
of these loans were academically at 
least liquid. Today considerably less 
than 10 per cent are of that character. 
This change has taken place because 
the tangible property upon which loans 
rest has been changing in character and 
it is, of course, from the nature of the 
tangible property base with respect to 
liquidity that loans take the'r character 
in this particular. Loans based upon 
liquid tangible property are liquid and 
loans based upon fixed tangible property 
are slow. The ratio between the tangible 
property of the country which is fixed 
and that which is liquid has risen in the 
last half century from say sixty to forty 
to ninety to ten. I am not attempting to 
give exact figures for no such figures are 
available. I am merely pointing out the 
trend. 


Two Alternatives 


ssyt is to the point also, that this 
trend shows no sign of changing. 
So long as we continue to improve meth- 
ods of producing, distributing and com- 
municating there will continue to be an 
increase in the relative volume of fixed 
tangible property and a decrease in the 
relative volume of liquid tangible 
property. 

“T realize that the suggestion I have 
made will sound to many as _ utterly 
impractical and to others as a departure 


from what we have come to look upon as 
proper banking practice too wide to be 
considered. The answer, in my opinion, 
is simple. If we cannot get liquid loans 
then we dare not take demand deposits. 
We have two alternatives and only two, 
either to step frankly and on a sound 
basis into the slow credit field or else to 
abandon to other institutions dominance 
in the credit moving business. Every- 
one familiar in the least with the credit 
situation in this country knows that 
there is not enough eligible paper com- 
ing into existence to keep the banks 
anything like as liquid as they should be 
when, as is the case at present, all of 
their deposits are practically subject to 

“As to the objection that the sugges- 
tion I have made is impractical because 
people will not deposit money under such 
conditions, I have this answer. For 
years people have been depositing money 
under these conditions with building and 
loan companies and the totals now run 
into the billions and for three years the 
institution with which I am connected 
has been conducting a department of 
this kind successfully. People do and 
will deposit money under conditions of 
this kind.” 


Sentimental Loyalty 


ICHAEL H. CAHILL, president of 

the Plaza Trust Company, of New 

York, visualizes the national banking 

system as the keystone of the Federal 

Reserve System and suggests that the 

strengthening of the latter will bulwark 
the former. 

“In order to further insure the 
strength and maintenance of the Federal 
Reserve System,” Mr. Cahill said, “it is 
absolutely necessary that certain pro- 
gressive and constructive amendments be 
made to the Federal Reserve Act which 
will make membership in that system at- 
tractive from a business standpoint ipso 
facto. Ordinary common-sense should 
dictate that conclusion. It is not reason- 
able to assume that any bank will 
become or remain a member of any 
association unless one of two causes 
exists—first because such membership is 
compulsory under the law, or, secondly, 
because such membership will be bene- 
ficial to that bank from a business stand- 
point. It may be rhetorically attractive 
to discuss the sentimental loyalty of our 
bankers as a lasting tie and support 
of the Federal Reserve System, but such 
a discussion cannot be taken too seri- 
ously. Their continued relationship and 
support must be accomplished and main- 
tained strictly upon a sound economic 
basis. 

“Under the law, as it now stands, 
membership in the Federal Reserve 
System is held at the expense of mone- 
tary loss in many cases and this fact 
is causing considerable dissatisfaction. 
The reserves which the banks are re- 
quired to carry on an average amount 
to 12 per cent of their deposits, which 
means that this amount of money is 
carried at a loss because they receive no 
income from it by way of investment or 
interest, notwithstanding the fact that 


they are paying interest themselves on a 
certain portion of this amount. 

“In addition to this situation, the 
member banks are compelled to invest 6 
per cent of their capital and surplus in 
stock of their district Federal reserve 
bank, on which they receive a dividend 
of 6 per cent, providing the Federal 
reserve bank’s net earnings, after the 
payment of all expenses, warrant such 
payment. All of the net earnings of the 
Federal reserve bank, however, over and 
above the 6 per cent dividend, are paid 
directly to the government as a franchise 
tax. This arrangement is certainly in- 
equitable and unbusinesslike. 


Facts Furnish Reasons 


66, T would seem, therefore, that one 

very definite way in which to make 
membership in the Federal Reserve 
System attractive would be to so amend 
the law that all net earnings over and 
above the 6 per cent dividend requirement 
would be at least equally divided between 
the government and the respective mem- 
ber banks. Such a provision would be 
sound economically and a logical proce- 
dure from a business standpoint. No 
legitimate reason can be advanced to 
show why the government should receive 
the entire amount of surplus net earn- 
ings of this character as such a plan 
amounts to nothing more nor less than 
unfair arbitrary taxation. 

“Another section of the Federal Re- 
serve Act which should be amended is 
that regulating the exercise of trust 
powers. This section should be so 
amended as to empower national banks 
to succeed fully to all of the rights and 
privileges of executor, trustee and ad- 
ministrator of any state institutions 
which they might take over, in order to 
prevent the enforcement of a state law 
passed merely to defeat such succession 
where a state bank is converted into a 
national institution. The increasing 
importance of trust business makes such 
an amendment necessary for the proper 
protection of our national banks. 

“During the past fifty years, the de- 
velopment of competition, increased cost 
of operation, increased taxes and in- 
creased interest rates have cut down the 
net earnings of banks tremendously, 
while the interest rates received as in- 
come have remained practically un- 
changed. These facts in themselves 
furnish ample reasons why bankers resist 
entering into any arrangement which is 
going to affect unfavorably the earnings 
of their institutions even in a small way.” 


A Specific Plan 


EORGE H. HAMILTON, vice-presi- 
dent of the Fourth National Bank, 
of Wichita, Kansas, has a specific plan 
for overcoming the difficulties caused by 
the decision in the Worcester County 


‘National Bank case. 


“The recent big mergers,” Mr. Hamil- 
ton says, “wherein so many of the large 
national banks have surrendered their 
charters, are truly alarming and some- 
thing should be done to curb the tendency 
to desert the national banking system. 

(Continued on page 75) 
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The Romance of Exploration 


By MAURICE HOLLAND 


Director, Division of Engineering and Industrial Research, National Research Council 


Searchers Into the Unknown Are the Pathfinders of Progress. 
Explorers of the Frozen Arctic Wastes and Trackless Jungles 
Find the Fields for Future Industries While the Scientific 


XPLORATION,” wrote Com- 
mander Byrd in Skyward, the 
story of his career, “has always 
been a battle between man and 
the elements.” And this is true of 
laboratory research as well. It.was Byrd 
who graphically pictured the analogy 
between geographical and industrial ex- 
ploration, when, just before setting out 
on his present expedition to the South 
Pole, made this statement to the author: 

“Those of us whose lives are spent in 
expeditions of geographic explorations 
feel flattered in believing that we have a 
fraternal bond with the explorers of in- 
dustry. The romance of exploration is 
just as often found in the lives and 
works of such men as Sperry, Jewett, 
Whitney, Mathews, Baekeland, and 
Miller. Without these men the Atlantic 
would not have been crossed and the 
polar regions would never have heard 
the sob of an airplane engine.” 

The geographic explorer is a figure 
of bold romance, a fit subject for epic 
poems, for narrative and for newspaper 
headlines. He is a combination of sailor 
and soldier of fortune; jack-of-all-trades, 
but master of many. Not long ago, as 
Hakluyt recorded in such detail, he was 
part pirate and part patriot, partly a 
dreamer and partly an intensely practical 
person who sought gold in the far off 
places of the New World. 


The Genius in the Garret 


i; old time explorer symbolizes the 
old time inventor—the genius in the 
garret who plodded toward his objective, 
poorly equipped and alone. Often he 
lost the trail, often he died before the 
goal had been reached. The modern ex- 
plorer might be used as a symbol of this 
era of scientific research or “accelerated 
experience,” as some one has termed it. 

But these adventurers are not the only 
explorers of the twentieth century. No 
less important, no less thrilling, often no 
less dangerous, is the quest of men whose 
work is carried on behind the walls of 
the quiet laboratories in corners of great 
industrial plants and in institutions dedi- 
cated to the pursuit of knowledge. These 
are men reaching out toward new indus- 
trial frontiers. They labor in academic 


calm with microscopes and delicate ap- 
paratus but their work affects profound- 
ly the daily lives of their fellow men. 
Geographical exploration is not the 
sole province of drama in adventur- 
ous fields of work. The drama of indus- 


Laboratory Workers Influence the Courses of Modern Business. 


In Far Places 


THOUSAND labora- 

tories of American in- 
dustry now have hundreds 
of scouts in the field comb- 
ing the far places of the 
world for rare minerals, 
metals, woods and fibers to 
supply the ever increasing 
needs of industry. Within 
these laboratories ex- 
plorers in research labor. 
Back of the explorers stand 
the bankers, who finance 
the explorations first and 
then the industrial devel- 
opment of the discoveries 
whether they be made at 
the ends of the earth or at 
the end of a microscope. 


trial written in the 


exploration is 
fabulous wealth which lies hidden all 
about us—just beyond our reach. In the 
earth beneath our feet, in the air we 
breathe, a lump of metal, a handful of 
chemicals—the mother lode of pay dirt 


remains secure—until some explorer 
makes a discovery! 

Then another miracle of science is em- 
blazoned in the headlines of the press. 
Some patient plodder is dragged out of 
his laboratory into the spotlight of pub- 
licity. Much less frequently than their 
geographic brothers in exploration do 
the industrial explorers get a place in 
the sun, in the headlines of the press, or 
other forms of public recognition of their 
exploits. 

Dr. E. E. Free, a consulting scientist 
and editorial adviser, was chosen to pre- 
sent his views on the romance and drama 
of exploration when the industrial ex- 
plorers met the geographic explorers re- 
cently. He led off the discussion by 
pointing out that in the public accounts 
at least, the romance, the drama, and the 
glories of geographic exploration had no 
counterpart in industrial exploration. 
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“Our friends, the geographic explor- 
ers,” Dr. Free declared, “are never in the 
difficulty of justifying their faith in their 
profession, everybody wants to be an ‘ex- 
plorer. All-properly inspired boys sand- 
wich in this particular ambition between 
the yearning to be a locomotive engineer 
and the decision to succeed Babe Ruth. 
I suppose at this minute there are 5,000,- 
000 or 6,000,000 scooters and kiddy cars 
and such craft in this country named 
after Commander Byrd. As with most 
things, popular fiction is the best guide 
to what the public is thinking. Its voice 
is loud and clear, for magazines print 
story after story of adventures in far off 
corners of the world and among strange 
tribes and peoples. 


Behind Thick Spectacles 


“- any genius of the laboratory 
acquired a flare for popular 
science writing which would glorify the 
work of industrial exploration? He has 
not! The novelists have neglected us. 
‘Frank Merriwell’s Adventures in a 
Laboratory,’ or ‘Oliver Optic Among the 
Electrons’ are titles which I have yet to 
see in any publisher’s book list. 

“The word has gone around that 
scientific research is dry, dusty, unin- 
telligible stuff. So powerful is the voice 
cf public opinion that sometimes I sus- 
pect we almost believe it ourselves.” 

The cause of the misfortunes of the 
glorification of industrial exploration as 
a dramatic best seller, is not difficult to 
find. Even more than most professions, 
industrial exploration has suffered from 
the cartoonist’s trick of creating lay fig- 
ures to stand as symbols. The picture of 
a laboratory worker in the public mind is 
too frequently a caricature of an elderly, 
scholarly gentleman, shrinking from 
public gaze behind thick spectacles, or 
peering down the barrel of a microscope, 
intent upon the study of the strange ele- 
ments of the microcosmos. 

More recently, the public imagination, 
labeled these academic-minded explorers, 
not as professors, but as magicians— 
people who waved magic wands mysteri- 
ously over real facts of the world and 
altered them to suit themselves. As a 
matter of fact, a composite picture, a 
truly representative type taken from a 
combination of the crowned heads of the 
world of research would look more like 
the snappy, alert and aggressive vice- 
president of a bank than the familiar 
figure on the university campus. 
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In the Sands of the Gobi 


has been much talk lately of 
humanizing science. What most needs 
humanizing is not the subject matter of 
science, but the public’s idea of the scien- 
tist. The urgent task of the popularizer 
of science—more still of the fiction writ- 
ers, if they want to help—is to tell the 
public that laboratory workers are 
neither cat-winding professors nor om- 
nipotent magicians. They are simple 
human beings dealing with hard facts, 
they practice as advocates for truth in 
the court of nature where there is no 
appeal, nor any exceptions granted. 

Why, then, do the fiction writers neg- 
lect the industrial exploration as a fer- 
tile field for the stuff from which novels 
are made? Perhaps it’s because the 
struggles, successes and failures of lab- 
oratory research are apt to be neither 
sudden nor simple. Discovering the 
North Pole is an uncomplicated dramatic 
idea. Research is seldom so stark! The 
dramatic element of surprise is lacking. 

In the conquest of aluminum, for ex- 
ample, there was probably no instant 
when Hall could say to himself, now the 
corner toward success has been turned. 
Yet the romance, the thrill of discovery 
is ever present. That thrill which came 
to Dr. R. A. Millikan, the world re- 
nowned physicist, when he succeeded in 
weighing the negative electron was some- 
thing akin to the feeling experienced by 
Dr. Roy Chapman Andrews when he first 
laid eyes on the dinosaur eggs, lying 
cradled there these 10,000,000 years, in 
the sands of the Gobi desert. 


Conquest of the Unknown 


HE triumphs of Millikan’s conquest 

of the inner structure of matter was 
dismissed with a few scant lines in the 
lay press. The elaboration of details of 
this epoch-making event in science his- 
tory was reserved for publication in the 
Proceedings of the National Academy of 


Herd of 
reindeer, 
Alaska 


Sciences—“circulation about 2,000; not 
guaranteed.” The discovery of the 
dinosaur eggs was “spot news” to the 
foreign correspondents—the elite among 
cynical reporters. They burned up the 
cables for speed records to every news- 
paper office in the capitals of the world, 
where, in most instances, the story was 
given a ticket at the editorial desk, good 
for a reserved place on page one. 

Behind the scenes of both of these 
“sudden,” “sensational,” “thrilling,” dis- 
coveries there is an unwritten record of 
patient plodding, painful preparation, 
and years of experienced planning. The 
deeds of lesser heroes of the laboratory 
and the desert sands—their lives and 
labors—are unsung. If recorded at all, 
they lie buried in laboratory and field 
note books—a transitory guide-post on 
the path of progress. The genius in the 
garret is a thing of the past. Modern 
research in Labrador or the laboratory 
is a cooperative enterprise! 

Organized expeditions into the un- 
known whether they seek to chart the 
ice fields of the South Pole or fields of 
transoceanic telephony are led by a 
master explorer. Andrews, Amundsen 
Byrd, Dyott, Rice and Anthony geo- 
graphic explorers in the field; Whitney, 
Jewett, Sperry, Kettering, Little, and 
Mathews industrial explorers in the 
laboratory are the generals of the armies 
of the modern research workers. Leaders 
of a host of scientific specialists, they 
map the campaign for the conquest of 
the unknown. Theirs is the responsibil- 
ity for success or failure and naturally 
upon their breasts the decorations, rib- 
bons and medals are pinned as public 


A chemist experimenting in dyes in 
laboratory of Eimer & Amend, New 
York City 
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recognition for distinguished service in 
man’s battle with the forces of nature 
—advancements in the progress of man- 
kind. 


Nuggets of Pure Gold 


R. H. E. ANTHONY of the Amer- 
ican Museum, a veteran explorer, 
was selected to present the case for the 
geographical explorers. He was re- 
cently returned from the Siberian Arctic 
expedition on the good ship Morrisey 
in command of that veteran Arctic skip- 
per “Bob” Bartlett. We settled back 
in our chairs to hear at first hand of 
the thrilling adventures for which our 
appetites had been whetted by the news- 
paper accounts of the returning heroes 
Imagine our dismay when this noted 
explorer, a ruddy faced, robust figure of 
a man with kindly, humorous eyes dart- 
ing about the room, seemingly as much 
at home in a dinner jacket as a fur 
Parka, rose and began to speak with the 
poise and charm of a professional lect- 
urer. 

“There is a good deal of bunk written 
about the thrill, the dangers and ad- 
ventures encountered in expeditions of 
geographical exploration,” Anthony de- 
clared. “More often than not, if the 
truth were told, the adventures of field 
exploration is the result of lack of proper 
preparation, errors in human judgment 
or acts of God. To a scientist geograph- 
ical exploration is a systematic investi- 
gation of a given area in the largest 
and most comprehensive sense. The 
thrill he gets is in the accomplishment 
of his scientific mission. The discovery 
of new links in the chain of knowledge, 
the unearthing of new evidence in the 
court of progress and the thrusting for- 
ward of the frontiers into the unknown. 
Oftentimes the results of an expedition 
of months or even years of weary toil, 
untold physical hardship may be a few 
scientific facts. These results, utterly 
unromantic, often dry and uninteresting 
to the layman are nuggets of pure gold 
to the scientist—the raw material of 
scientific progress—they furnish the 
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thrill of achievement to the truly great 
explorer.” 


Avoids Danger and Adventure 


wat a disappointment for the 
newspaper man looking for a story. 
No human interest in dusty specimens 
or dry scientific reports. The reporter 
prods and probes until some seemingly 
unimportant detail of the expedition is 
revealed and pounces on that to furnish 
the material that headlines are made 
of—at least it’s news. The geographic 
explorer and his work is always painted 
in romantic terms in the popular mind. 
It’s just another outcropping of the old 
saw “the far pasture looks the green- 
est.” 

“An experienced explorer avoids dan- 
ger and adventure by careful prepara- 
tion,’ Dr. Anthony continued. “In 
twenty years of exploration in the Arctic, 
Africa, and South America I have had 
just three personal encounters with act- 
ual danger. One time down among the 
Jivaro Indians in the Darien I had a 
narrow squeak with head hunters, an- 
other time hunting big game in Africa 
I got out ahead of my beaters where 
I had no business to be and was charged 
by a rhino and the third time I dropped 
down into a deep hole in search of fos- 
sils and being separated from my party 
and out of range to get help I spent the 
mest terrifying half hour of my life 
getting out. Succeeding in the third at- 
tempt by climbing hand over hand up 
a slender root I crawled over the top 
and lay on the ground completely ex- 
hausted, in a pool of cold sweat for an 
hour, cursing myself for the fool that 
I was not to have prepared for the 
emergency. Errors in human judgment 
in all three cases.” 


Spent Many Weary Hours 


NTHONY FIALA, a veteran of arc- 
tic exploration laid down the first 
axiom for success in geographic explora- 
tion by saying ‘Preparedness is the key- 
note for success” and proceeded to 
demonstrate the truth of his statement 
by citing incidents from his own ex- 
perience. 

Before his polar trip in 1903 he spent 
many weary hours in a laboratory test- 
ing the efficiency of fuels, stoves and 
cookers. Obviously this was a job that 
might well be taken over by the labor- 
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Perils of the ice floes 


atory explorers. The geographic ex- 
plorer needs the benefits of the latest 
developments in transportation, packing 
of food and clothing. All this equip- 
ment can be tested in the laboratory be- 
fore the expedition takes the field. 

Heretofore the cold, hard experience 
of operating under service conditions in 
the field was necessary to prove for ex- 
ample that the Primus stove burning 
petroleum is superior to any other type 
of stove and fuel. Hard knocks in the 
school of experience proved that the one- 
man reindeer sleeping bag is far more 
comfortable than a four-man bag, al- 
though in the theory the latter should be 
better. Small two-men tents made of 
Shantung silk are more practical than 
snow houses as a protection against the 
wintry blast of the Arctic wastes. The 
speed and ease with which they can be 
erected and knocked down is often the 
controlling factor in the progress and 
mobility of the party. 

Second growth white hickory because 
of great strength and elasticity was 
found to be the ideal wood for sledges 
only after hundreds of samples and 
dozens of varieties of woods were sam- 
pled. Hickory taken from trees that 
grow on hilltops are usually found to 
be smaller grained, tougher, and in 
every way stronger and more elastic 
than their brothers of the same species 


Glimpses along the Roosevelt Trail to 
the Top of the World—interior of 
Tibet 


found growing in the shelter of the 


valley. The tree on the hilltop has te 
stand against the blasts of wintry gales 
and so builds up through resistance a 
fiber that is stronger than their sheltered 
brethren. Trees are like men in that 
respect. 


Industry’s Neediest Cases 


R. JOHN A. MATHEWS, the re- 
search director of a great steel com- 
pany, put in a plea for the geographic 
explorers to keep their eyes peeled for 
new sources of the rarer metals so es- 
sential to the demands of modern indus- 
try. How are we to make 50,000,000 tons 
of steel a year without manganese? Dr. 
Mathews wanted to know if we must con- 
tinue to import it? How these millions 
of tons of steel are to be fabricated into 
locomotives, automobiles, and airplanes 
without high speed tool steel seemed to 
be a burning question with the doctor. 
High speed steel contains tungsten, 


chromium and vanadium in substantial 
amounts, this authority on alloy steels 
assured us, and we are entirely de- 
pendent on an imported supply at pres- 
(Continued on page 76) 
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Chains and Efficiency 


HAIN stores are now an American institution. 

There is one on almost every busy corner in the 
large cities. Their vivid signs lend a splash of color 
to the tiniest of country hamlets. Yet there are still 
small independent stores, both in the cities and in the 
country. 

Experience shows that some independent stores can 
compete successfully with chain stores. Sometimes 
the answer lies in the merchandising of the indepen- 
dent sometimes it is service—always it is efficiency. 

Now there have come to be three kinds of banking 
in this country, chain, branch and unit. More proper- 
ly perhaps there are only two classifications, the group 
and the independent. Since the enactment of the Mc- 
Fadden Act in 1927 which was supposed to settle the 
group banking question, the question has assumed 
more and more importance in the eyes of bankers. 
The whole question probably is to be thoroughly 
threshed out again. 

There will be lots of arguments advanced by group 
bankers and unit bankers in support of their respec- 
tive types of banking. Nevertheless there is one thing 
no amount of debate can alter and that is that the 
efficient bank or the efficient store will make money 
whether it be independent or part of a group. 


America Gets Something 


ECENT years have seen so many rapid changes 

in the American financial structure that the new 

thing no longer startles. Hence the Bank for Interna- 

tional Settlements to be established under the Young 

plan, which would have been looked upon as a phenom- 

enon a decade ago, now is very generally considered 
as just something else. 

How the new arrangements for German reparations 
payments will work out no one knows; how the pro- 
posed international bank will work out no one knows. 
In fact no one has attempted to make any hard and 
fast predictions as to how either of the. major results 
of the conference of experts in Paris will stand up 
under the test of usage. In this country, at least, 
there seems to be a disposition to wait and see what 
happens. 

However, there has been written into the plan for 
the international bank the recognition of a principle 
for which the United States has stood adamant, and 
at times almost alone, ever since the armistice brought 
an end to war hostilities. That principle is the gold 
standard. The Young plan provides that only the 
central banks of those countries whose currency is on 
a gold basis are eligible to become stockholders in the 
Bank for International Settlements. 

Superficially this may seem to be a rather obvious 
requirement. Yet it is an important safeguard for 
the economic welfare of this country. 

Since the war there have been repeated movements 
in various European countries to abandon the gold 
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standard. The United States had most of the world’s 
monetary gold stock. There did not appear to be much 
chance of other countries regaining gold lost during 
the war without going through painful processes of 
rehabilitation. To certain types of foreign economists 
the simple thing to do seemed to be for Europe to 
abandon the gold standard and leave America to choke 
on her swollen gold supply. 

Of course there were many reasons why such a 
scheme was never put into practice. But there were 
numerous occasions when there was uneasiness in 
what the newspapers refer to as high official circles. 

Whatever may be the outcome of the Young plan for 
the settlement of the German reparations problem and 
no matter what sort of an institution the international 
bank may turn out to be, it is clear that gold is de- 
clared to be the immutable basis for the currency of 
any country that holds itself out as financially sound. 
America did get something out of the Paris confer- 
ences. 


Per Item Charges 


ITH increasing frequency nowadays some small 

depositor is heard to remark that his bank has 
told him that his account was not desirable. And 
usually the remark is made, not in a spirit of irrita- 
tion with the bank, but with an air of belated recogni- 
tion of the fact that too many checks and too narrow 
a balance were not assets to the credit standing of the 
individual. 

Spread of the service charge on small accounts is 
bringing to many people a realization that a bank is 
not an eleemosynary institution. Most of them are fair 
minded enough to see the bank’s side of the case when 
it is pointed out to them. 

The service charge has been doing a great deal of 
pioneering. It will be found to have beaten a track 
for the making of a per item charge for handling 
checks for customers to cover the cost of float and 
activity on accounts. The per item charge is a logical 
step after the installation of a service charge on un- 
profitable accoants. The objections to it are the same 
as those that have been advanced against the service 
charge and which in the majority of instances have 
proved untenable. 

Some banks have the per item charge, that is they 
have a charge on some items. The items and the 
charges vary however, which is a condition usually 
seized upon by the customer as of much greater weight 
in voicing complaints than the existence of the charges 
themselves. 

There is now a movement on foot to bring about 
uniformity among banks in making per item charges. 
Upon its success depends the ability of banks to block 
another avenue for the escape of dwindling earnings. 
Upon uniformity depends its success. Even in this 
age of standardization with its dawning signs of re- 
action against the prospect of a world completely 
standardized there is power and force in uniformity of 
good banking practices. 
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The Threatening Slogan 


OR several years after the war the slogan “Get 

the Government Out of Business” was widely and 
insistently used. The phrase gave expression to what 
popular opinion thought was a national need. 

Of late there have been repeated indications that a 
variation of the old slogan is beginning to take shape 
—with Federal Reserve Board substituted for Gov- 
ernment. Criticism of the board’s credit policies 
aimed at stock market speculation is being voiced 
with growing force in general business circles. 

Repeated expressions of a critical character from 
within the business world sooner or later are likely to 
crystallize into a slogan. The business world is given 
to slogans. They have been badly overworked and 
their effectiveness weakened, chiefly because all too 
frequently a slogan sought to initiate a movement in- 
stead of a movement giving birth to a slogan. But 
slogans are powerful things when they really repre- 
sent a cross-section of national thought. 

So far the real issue has been kept in the back- 
ground during the long controversy which has been 
going on over the credit policies of the Federal Re- 
serve. The real issue is, in simple language, where 
does the Federal Reserve Board fit into the credit 
picture? 

Is the board an agency designed to coordinate the 
facilities of a central banking system created to serve 
the needs of commerce and industry? Or is it an 
agency empowered to regulate the uses of credit by 
controlling the supply? In other words, is the board 
to be the servant or the master of business, for he 
who rules in the realm of credit rules in the business 
world? 

Business concern with Federal reserve policies will 
bring things to a head much faster than banking irri- 
tation. There is a certain discipline within the Fed- 
eral Reserve System which touches the banks and re- 
tards a demand for a “show-down.” Business is ffee 
of such restraints. 


The Farm Relief Bill 


HE manner in which the government is to extend 

relief to the farmer is suggestive of the manner 
by which the Iowa farmer in ordinary times sends his 
corn to market—not as corn but as pork. 

The plan which the United States Government has 
just authorized to set up an elaborate lot of organiza- 
tions with the final objective of making the public 
pay the farmer better prices for the necessaries he 
has to sell is expected to give the farmer relief, not 
directly but by indirection—not immediately, but in 
the course of time. 

It is a grand experiment, this culmination of seven 
years of effort to enact some kind of farm legislation 
which would give the farmer more money for labor. 

In effect the basic principle of the farm legislation 
is to provide funds and means whereby farm products 
may be held in warehouses instead of being sold on 
the open market for whatever the market price may 
be. Surpluses may be sold abroad, and losses thereon 
may find their way into and lose their identity in the 
higher domestic price. So by the double expedient of 
holding back products from the American market and 
selling some of these same products outside of America 
at a loss, if need be, the farmer is at last to come into 
his own. 

It has been written this is a grand experiment, 
though there have been voiced in the course of the 
years of agitation many warnings against the work- 
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ability and the practicability of laws set up to inter- 
fere with the natural flow of trade. If this plan works, 
it will benefit the farmer, yet if it works no one need 
be surprised if other classes come forward with claims 
for the same kind of special treatment to improve the 
prices of the things they have to sell. 

In the plan to improve the prices of rubber, and the 
plan to improve the prices of Cuban sugar—both of 
which failed—the restrictive feature was placed at or 
near the source. Our American plan places no re- 
striction on producing but applies the “choke” after 
production, but it is to be observed that the “choke” 
is there just the same. 

No applicable way seems to have been found as yet 
to prevent an increase in acreage whenever the farmer 
is assured of a market and a price for any product. 
Anything that puts the price up or gives assurance 
of a reasonable amount of cash when the crop is 
harvested also has a way of putting acreage up and 
thus adding to the strain upon the restrictive dam. 

But as the American tariff years ago put up the 
price on manufactured products and kept them up 
by the simple expedient of keeping out foreign-made 
products which would undersell American-made goods, 
the friends of this farm relief measure are hopeful 
that somehow this new legislation, with a fund of 
$500,000,000 back of it, will work a corresponding 
benefit to the farmer and will bring about a better 
equalization between the prices that he receives for 
his output and the prices he pays for the factory 
output. 

But no degree of unanimity can destroy or set aside 
economic laws and if the plan which has just been 
adopted by Congress is in contravention of economic 
law all the force of our powerful government cannot 
make it a success. 


Closed Doors 


HEN the president of the New York Stock Ex- 

change, Mr. E. H. H. Simmons, suggested that 
the Federal Reserve Act be amended to permit the 
rediscount of bills secured by stock market collateral, 
the proposal was received in many quarters with a 
certain amount of cynicism and well-nigh with horror 
in some. Most people looked upon the proposal as one 
that might well be expected from the stock market. 

But now comes Prof. Joseph Stagg Lawrence, of 
Princeton University, who urges just such a step, 
declaring the counsel of Mr. Simmons to be wise. The 
academic advocate surely should escape the cynicism 
which, no doubt unjustly, has played about the spokes- 
men for the traders. Says Professor Lawrence: 

“With our Federal debt being reduced at the rate of a 
billion dollars a year and the decline of eligible commer- 
cial instruments because of changes in corporate financing, 
it will be necessary to find a credit vehicle suitable for 
entry into the central bank.” 

There can be no quarrel with this statement, taken 
by itself. The shrinkage in the visible supply of eligi- 
ble commercial paper is a condition familiar to almost 
every banker in the country. It is a condition which 
has caused repeated expressions of concern. It has 
been responsible for more than one long established 
commercial institution becoming what is now com- 
monly called a “department store bank.” 

Both Mr. Simmons and Professor Lawrence may be 
wrong, yet it may be worth considering. Banks must 
have outlets through which they can put their funds 
to work. If some of these outlets are closed others 
must be opened. Sometimes it is profitable to look 
behind a closed door before passing it by. 
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The A. I. B. Convention 


By GURDEN EDWARDS 


Massed Determination of Bank Youth to Give Country Best in 
Service Revealed at Tulsa: Convention of American Institute 
of Banking. Pressure of Attendance Overtaxes Meeting Places. 
Records of Progress Reported. Denver Chosen for Next Year. 


enumeration of _ the 

banking subjects intensively 

discussed in the departmental 

conferences of the American 
Institute of Banking Convention, at 
Tulsa, Oklahoma, June 10 to 14, would 
of itself tell an arresting story. It 
would demonstrate clearly to the profes- 
sion of banking, and also to the public 
at large which depends upon 
the schooled proficiency of that 
profession for the sound and 
skilled stewardship of its 
many-sided financial interests, 
that the younger generation 
of bankers is building a struc- 
ture of understanding regard- 
ing the principles and practice 
of their profession that must 
inevitably bring new elements 
of strength into this all-im- 
portant phase of the public’s 
business. 

But there is a far more sig- 
nificant story in the meeting 
than just the one the program 
tells. It is found in the inner 
tone and atmosphere and 
spirit of its departmental con- 
ferences—in the pressure of 
attendance that over-taxed the 
meeting places provided,—in 
the full-blooded values in the 
papers on designated subjects 
assigned to speakers,—in the 
close attention of the young 
men and women bank workers 
from all parts of the nation to 
the conference matter in their 
special fields of interest,—and, 
above all, in the searching 
analyses and questionings and 
dissections of that subject 
matter through discussion un- 
til its many angles and im- 
plications were clarified and 
developed and absorbed into 
this massed determination of 
bank youth to give America 
even better banking than it 
has ever known before. 

It is this story that unequivocably 
says America’s much demanded era of 
greater banking is in the making. It 
is a story that is well calculated to in- 
spire the special confidence of the public 
in the character and proficiency of the 
service that the business of banking is 
preparing itself in its younger genera- 
tion to render in the future. The Insti- 
tute, which is the educational section of 
the American Bankers Association, has 
become an integral part of the bank- 


ing structure of the nation of steadily 
increasing importance. 


New Orleans Wins Debate 


HE question as to whether “appoint- 
ment to official position in banks 
should in the future be conditioned by 
law upon the successful passing of edu- 


W. J. Evans, Assistant Federal Reserve Agent, Federal 


Reserve Bank, Dallas, Texas 


cational, technical and moral tests by 
the proposed appointee,” was the sub- 
ject of the annual debate and com- 
manded general attendance. 

The affirmative side was taken by the 
Philadelphia Chapter team consisting of 
Harold M. Griest, Merion Title & Trust 
Company; Robert Mayer, Provident 
Trust Company of Philadelphia; Mel- 
ville M. Parker, United Security Life 
Insurance Trust Company of Pennsyl- 
vania; Robert J. Crawford, alternate, 
the Philadelphia National Bank. The 
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negative: New Orleans Chapter, A. E. 
Roemershauser, Whitney Central Na- 
tional Bank; D. R. Hanemann, Canal 
Bank & Trust Company; Mark Bartlett, 
Hibernia Bank & Trust Company; P. J. 
Thibodeaux, alternate, Whitney Central 
Trust & Savings Bank. The New Or- 
leans team gained the decision and was 
awarded the A. I. B. Debate Cup. 


Public Speaking 
Contest 


OLLOWING the debate 

came the national public 
speaking contest for the A. P. 
Giannini endowment fund 
prizes. For the purpose of 
selecting the contestants, the 
country was divided into nine 
districts and elimination con- 
tests were held to choose rep- 
resentatives to participate in 
the contest. The first prize 
was $500, second $300, third 
$200 and fourth $100. 

The contestants were: W. S. 
Crockett, Commercial Nation- 
al Bank, Shreveport, La.; Her- 
bert L. Fletcher, the Valley 
Bank, Phoenix, Ariz.; Robert 
L. Gordon, Bank of Italy Na- 
tional Trust & Savings Asso- 
ciation, Los Angeles; Varian S. 
Green, National Bank of Ta- 
coma, Tacoma, Wash.; Clara 
M. Kjose, Lincoln Bank & 
Trust Company, Louisville, 
Ky.; H. W. Loewen, Guaran- 
tee Title & Trust Company, 
Wichita, Kan.; Holden Naff, 
Industrial Savings Bank, 
Birmingham, Ala.; Charles R. 
Strusz, Central Hanover Bank 
& Trust Company, New York; 
and Helen M. Wilcox, Eighth 
National Bank, Philadelphia. 
The winners in order of rank- 
ing were Robert L. Gordon, 
H. W. Loewen, Charles R. 
Strusz and Varian S. Green. 

The background of study and prepa- 
ration fitting the participants in these 
conferences and contests to treat their 
subjects in a professional spirit and with 
the authority of experts was broadly 
sketched by the national leaders of the 
Institute in their reports before the gen- 
eral sessions outlining the educational 
activities and the administration of the 
organization during the past year. 

President Frank M. Totton, reporting 

(Continued on page 80) 
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San Francisco Welcomes You 


Photo courtesy Pictorial California 


Association. 
Convention -- September 30 to October} 


Your visit to San Francisco for the 55th 

, Plan Now Annual Convention of the American 

e __ Bankers Association is one that will pay 

dividends. It offers you a constructive 

program built canal questions of major 

importance; an opportunity to renew 

your contacts with the nation’s business 

leaders, and added days of recreation 
and enjoyment. 


San Francisco 
Convention Committee 


American Bankers Association 


' You may make your trip to the coast over one 
ne, route and return home by another, thus insur- 
». ing the maximum variety of scenic beauty. 


When writing to advertisers please mention the American Bankers Association Journal 
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INVESTMENT COUNSELLORS TO BANKS SINCE 1893 


Planned Investments for 


Larger Earnings 


RESENT conditions in the banking 
business, are leading bankers to study 
more closely earnings of various depart- 
ments. The returns from the bond ac- 


count in particular are being scrutinized 
carefully. 


We have long advocated the value of a 
carefully worked out, systematic invest- 
ment program as a way to larger earnings 
from the secondary reserve. Through ex- 
perience gained in the analysis of the re- 
serve problems of many banks, both city 
and country, we have formulated a prac- 
tical investment program which may be 
adapted to the specific needs of individual 


banks. It has proved highly effective. 


This program indicates how much should 
be invested, how the account should be 
divided, and what types of securities 
should be bought, in the light of the 
bank’s requirements and of current and 
prospective money conditions. 


We shall be glad to co-operate with you 
in an analysis of your reserve situation 
and show you in detail how the suggested 
investment plan can be advantageously 


applied to your specific needs. 


Our complete facilities, developed over 
a period of thirty-six years, are fully 


available to you at any time. 


A. G. Becker & Co. 


Investment Securities 


54 Pine Street 
New York 


100 So. La Salle St. 
Chicago 


When writing to advertisers please mention the American Bankers Association Journal 
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Aftermaths of the Young Plan 


By HENRY E. SARGENT 


German Reparations Settlement Confronts Bankers Here With 
New Problems. War Indemnities Now Linked to Allied Debts to 
United States. Proposed Bank for International Settlements 
To Have Powers of a Super-Bank Over Future Gold Movements 


EPRESENTATIVES of seven na- 
tions, sitting in Paris, have for- 
mulated a plan for the settlement 
of the German reparations prob- 

lem. In this country it is being called 
the Young plan. It is the successor to 
the Dawes plan which, five years ago, 
was hailed as the first American tri- 
umph in the field of international finan- 
cial politics. Five years hence there 
may be another plan. 

There is no criticism in a refusal to 
deny perfection to the Young plan. The 
financial experts who framed the new 
scheme of reparations payments were 
the first to admit its imperfections. It 
was the hope of all that it would work 
out in the best interests of world sta- 
bility. Actual trial alone can determine 
the utility of the Young plan machinery. 

Its success, however, means much to 
the United States, more than to any of 
the other nations whose experts took 
part in the Paris conferences. The 
United States now stands at one end, 
the receiving end, of the reparations 
question and Germany at the other, the 
paying end. In between stands the 
Bank for International Settlements, to 
be established under the plan. What 
sort of an institution this bank turns out 
to be means even more to the United 
States than anything else in the Young 
plan, for the simple reason that the 
bank is to concern itself with gold move- 
ments and this country still holds the 
bulk of the world’s visible supply of the 
metal. 


Supersedes the Dawes Plan 


O far as the United States is con- 

cerned such questions as how much 
Germany must pay and how the paths 
of transfers may be smoothed recede in 
importance as compared to the more far 
reaching potentialities of the new repa- 
rations plan. A summary of the high 
lights of the Young plan will show the 
background of the two major points in 
which the interest of this country is at 
stake—the linking of German repara- 
tions with allied war debt obligations to 
the United States and the setting up of 
an international bank. 
. Conferences between the financial ex- 
perts of Great Britain, France, Ger- 
many, Italy, Belgium, Japan and the 
United States for a final settlement of 
the perplexing reparations question be- 
gan in Paris early in February and 
ended in the first week of June. The re- 
sult of these deliberations is designed to 


America’s 
Concern 


[HERE are two ways in 
which the United States 
is vitally interested in the 
new plan for German repa- 
rations payments. One is 
that Germany stands to 
gain directly if there is 
any cancellation of foreign 
war debts to this country. 
The other is the interna- 
tional bank which is to be 
formed and which is de- 
signed to carry on func- 
tions much further afield 
than the mere collection 
and transfer of reparations 
and may become an entire- 
ly new factor in the world 
gold situation. 


supersede the Dawes plan, which has 
been in operation since September, 1924. 


Fixes the Total Sum 


= financial experts attending the 
conference were the official represen- 
tatives of their governments, or at least 
of the central banks of their respective 
countries, with the exception of the 
Americans. The Americans occupied the 
“unofficial” status which has been held 
by all spokesmen for the interests of 
the United States in similar interna- 
tional discussions. This point becomes 
of great importance later on in connec- 
tion with the international bank. 

In a sense the Paris conference com- 
pletely scrapped the Dawes plan since it 
fixed the total amount that Germany 
must pay and determined the annuities 
for liquidating the war indemnity. The 
temporary expedients of the Dawes plan 
which attempted to adjust Germany’s 
payments to “what the traffic would 
bear,” were abandoned. 

Germany is now to pay a grand total 
of some $27,000,000,000 in annual pay- 
ments over a period of fifty-eight years. 
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The annuities will average $492,000,000 
as compared with the standard annual 
payments of $595,000,000 under the 
Dawes plan. On a 5% per cent basis 
the cash value of the total sum Germany 
is obligated to pay under the Young 
plan is approximately $9,000,000,000, or 
some $3,000,000,000 less than the esti- 
mated cash value of the Dawes plan 
payments. 


Graduated Payments 


HE Young plan provides for gradu- 

ated annual payments by Germany. 
The first year, which is from September 
1, 1929, to April 1, 1930, the amount is 
$186,000,000. The second year, the first 
full year under the new plan, $404,400,- 
000 is to be paid, the annuities rising 
to $489,600,000 by the tenth year. Dur- 
ing the next twenty-seven years the an- 
nuities gradually increase to $576,000,- 
000. In the last twenty-one years of the 
plan about $408,000,000 a year is to be 
paid, which very closely approximates 
allied war debt obligations to the United 
States together with army occupation 
costs and mixed claims. 

How the German reparations pay- 
ments compare with allied obligations to 
the United States are shown in the ac- 
companying tables: 


Total German Reparations Payments Com- 
pared with Allied Obligations to 
United States 


Amount Due Receipts from 

United States Germany 
G. Britain $10,141,585,000 $5,889,625,000 
France ... 6,755,174,104 14,878,400,000 
Italy 2,392,677,500 4,237,200,000 
Belgium 715,190,500 1,432,100,000 
Yugoslavia. 94,577,635 960,700,000 
Rumania... 121,606,260 457,375,000 
Poland 398,480,750 4,625,000 
Greece 18,105,000 124,525,000 


For the Year 1930 

Great Britain.$160,780,000 $91,700,000 
35,000,000 225,175,000 

39,000,000 
24,550,000 
19,850,000 
2,500,000 
6,237,250 125,000 
55,000 900,000 


What Germany must pay, however, is 
made definitely contingent upon how 
much the allied governments must pay 
the United States in liquidation of their 
war debts. This contingency is covered 
by the plan in a section devoted to the 
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“outpayments” of the allies. These out- 
payments are the obligations of the al- 
lies to each other growing out of the 
war. But it must be remembered that 
England, the only substantial wartime 
creditor nation besides this country, has 
offered to cancel the war debts owing 
her to the extent that the United States 
will write off obligations owed this coun- 
try. 


Interested Spectators 


f try plan represents that in the event 
of modifications of those obligations 
for outpayments by which the creditors 
benefit, there should be some correspond- 
ing mitigation of German annuities. It 
is therefore proposed that in such event 
as regards the first thirty-seven years 
of the Young plan Germany should bene- 
fit to the extent of two-thirds of the net 
relief by way of reduction in annuity 
obligations thereafter, with one-third to 
be retained by the creditor nations. As 
regards the last twenty-two years the 
whole of such relief would be applied to 
the reduction of Germany’s liabilities. 

By this arrangement there has been 
accomplished what the United States 
has sought to avoid for ten years—the 
definite linking up of German repara- 
tions payments with allied obligations to 
the United States. Washington has con- 
sistently refused to admit any connec- 
tion between the receipts of the allies 
from Germany and the amounts they 
owe this country. The allies have gained 
their point by a different approach. 
What Germany must pay has been made 
contingent upon what the United States 
demands of the allies. 

In other words, the allies have almost 
stepped out of the picture. If Germany 
can get better concessions from the 
United States than the allies themselves 
have been able to obtain Germany will 
benefit thereby. If the United States 
stands firm on its policy of no cancella- 
tion of war debts then the allies will 
expect Germany to pay their bills for 
them. 

The position of the allies toward the 
liquidation of their war debts to the 
United States becomes very nearly that 
of interested spectators. They will no 
longer even have to handle the money. 
The Bank for International Settlements 
will handle such details for them. 


A Piece of Machinery 


HE Bank for International Settle- 

ments, which is to be set up with a 
capital of $100,000,000 under the Young 
plan, supersedes the transfer committee 
of the Dawes plan which was charged 
with the duty of converting German 
marks into the currencies of the creditor 
nations. It also supersedes the office of 
the Agent General for Reparations, now 
held by S. Parker Gilbert, whose duty it 
was to collect from Germany the funds 
to be transferred. 

As originally designed, the Bank for 
International Settlements was to be or- 
ganized by the central banks of the 
countries participating in the Paris con- 
ference as voting stockholders. The 
central banks of other nations also may 


be admitted provided their currencies 
are on a gold basis. But the State De- 
partment has announced that neither 
the Federal Reserve Board nor the Fed- 
eral Reserve Bank of New York may 
take any part in the organization or ad- 
ministration of the international bank. 
So the American participation in the 
international bank is to be restricted to 
such private individuals as the directors 
of the contemplated institution may in- 
vite from this country. 

So far as reparations payments are 
concerned the international bank is 
merely a piece of machinery to simplify 
the transfer of huge sums. Moreover, 
from the standpoint of the exchanges it 
will probably help matters considerably 
for the bank to transfer direct to the 
United States such portions of German 
annuities as represent allied war debt 
payments. But the transfer of funds 
collected from Germany does not call 
for the extraordinary scope of activity 
intended. for the bank. 


Functions of the Bank 


HEN the idea of the international 

bank was first rumored and sketch- 
ily reported in newspaper dispatches 
from abroad it was referred to as a 
“super-bank.” This terminology was 
gravely deplored by the financial ex- 
perts at Paris. American participants 
at the conferences sought to dispel the 
idea that anything in the nature of a 
super-bank was being considered. And 
yet there seems to be little exaggera- 
tion in the term when the set-up of the 
institution as described in the Young 
plan is studied. 

The bank will have the right to re- 
ceive deposits in gold and money deposits 
to be credited to German annuities. It 
is authorized to buy and sell gold, let- 
ters of exchange, to open deposit ac- 
counts in the various central banks, to 
buy and sell certain classes of bonds, to 
issue short and long term obligations 
and to make loans to central banks. Pro- 
vision is made for the distribution of its 
profits to its reserve and to stockholders 
in dividends. 

These powers will enable the bank to 
function very much along the lines of 
any other banking institution. Its poli- 
cies are subject to the control of its 
board of directors which is to have 
twenty-five members. The directors will 
be the representatives of the various 
central banks of the seven nations re- 
sponsible for the Young plan, with the 
exception of the United States. The 
American directors will in a vague way 
represent the business and finance of 
this country but without the power and 
strength of the Federal Reserve Sys- 
tem behind them. In contrast the other 
directors, when they speak, will speak 
on behalf of great central banks such as 
the Bank of England and the Bank of 
France. 

So far a summary of the high lights 
of the proposed functions of the Bank 
for International Settlements have not 
disclosed any real warrant for call- 
ing it a super-bank. Such a basis is to 
be found in the following paragraph 
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from the Young plan describing the 
various duties of the bank: 


“Deposits on clearing account.—The bank 
shall have the right, subject to such terms 
and conditions as the Board of Directors may 
set down, to accept deposits from central 
banks for the purpose of establishing and 
maintaining a fund for settling accounts 
among them. Such deposits made take the 
form of gold deliveries at the counters of 
the bank or of gold held for its account under 
earmark by any central bank participating 
in the fund for clearing accounts. The 
terms under which central banks may enter 
the clearing system, the rules and regula- 
tions for its operation and the rates of ex- 
change at which gold is to be accepted as 
deposits in the clearing fund or to be with- 
drawn from it, shall be determined by the 
Board of Directors of the Bank.” 

There is the essence of the “super- 
bank.” There is the authority for a 
world bank. There are the facilities for 
the establishment of an international 
gold pool which has cropped up persis- 
tently in recent discussions of interna- 
tional credit stabilization. There appar- 
ently lies the reason for the name chosen 
for the proposed institution—the Bank 
for International Settlements, settle- 
ments which may be made entirely apart 
from reparations transactions and by a 
bank that can function whether or not 
there are any reparations to collect and 
transfer. 

Suppose the Bank of England and the 
Bank of France both have gold on de- 
posit with the Bank for International 
Settlements. Suppose that circumstan- 
ces should arise under which gold would 
ordinarily move from one country to the 
other. A mere bookkeeping operation in 
the Bank for International Settlements 
would obviate the need for a shipment 
and would save the expense of insurance 
and transportation costs. Moreover 
there would be no movement of the 
metal to serve notice on the world that 
one country or the other was losing gold. 


New Problems Raised 


[’ is not the purpose here to attempt 
any critical analysis of the Young 
plan. Details of the plan are so exten- 
sive that no ordinary space limitations 
permit of a fair apraisal of its structure. 
All that is intended here is to emphasize 
the two ways in which the United States 
is most vitally affected by the great 
program in which the leading nations of 
Europe are apparently ready to take 
part. 

One of these ways is the transfer of 
the primary urge for the cancellation of 
war debts. Debt cancellation had been 
a question between the allies and this 
country. Now it lies between Germany 
and this country. The possibilities in 
such a situation are fairly obvious. 

The other way is what the effect may 
be upon the United States of a coopera- 
tive financial institution maintained by 
the central banks of foreign countries. 
The fact that the Federal Reserve Sys- 
tem can have no voice in the molding of 
the policies of the Bank for Interna- 
tional Settlements will not alter the fact 
of the existence of such an institution. 

The Paris conferences of the experts 
of seven nations may have, for the time 
being at least, settled the German repa- 
rations question but they have raised 
some new problems for American bank- 
ing and finance. 
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What do you want to know about 


CHECK PREPARATION, CHECK PROTECTION, 
BANKERS’ SUPPLIES? 


Consult a Todd representative with confidence 


Representatives of The Todd Company are quali- 
fied by character and training to advise the banking 
world on the preparation and protection of business 
funds. Since 1899—for thirty years—The Todd Com- 
pany has devoted all its energies and resources to the 
betterment of check protection methods. Today Todd 
machines, Todd checks and Todd bankers’ supplies are 
in use throughout the world providing the surest pro- 
tection and the fastest and most economical methods 
of accomplishing it. 

This company’s wealth of experience in its field— 
unique experience, available from no other source—is 
passed on to its trusted representatives. From them, 
you are certain to get the best advice on the most 
up-to-the-minute methods. 

It is to the advantage of every banker and business 
man to know what Todd machines are saving in the 
time and labor of routine check procedure. Call in a 
Todd representative and learn what the new Check 


Signer is doing to relieve executives forever of signing 
checks by hand. Try the versatile new Century Pro- 
tectograph on your own forms. By all means have the 
remarkable self-canceling Greenbac Check demon- 
strated. Learn about Standard Forgery Bonds, at 
substantial discounts to users of Todd products. See 
the first paper ever devised expressly for check use, 
the new Super-Safety Paper, exclusively a Todd prod- 
uct and a paper every banker should know about. 

Whether or not you are interested in buying Todd 
products, as a modern business man you should know 
the most modern means of safeguarding funds. A 
phone call to the Todd office in your city or a letter 
directly to us will put expert advice and assistance at 
your service, without a bit of obligation, of course. 
The Todd Company. (Established 1899.) 1176 Uni- 
versity Avenue, Rochester, N. Y. Sole makers of the 
Protectograph, the new Super-Safety Checks and Todd 
Greenbac Checks. 


TODD SYSTEM OF CHECK PROTECTION 


When writing to advertisers please mention the American Bankers Association Journ2l 
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This unusual interior shows 
a corner of the main banking 
room of the new Second Na- 
tional Bank of Elmira, N.Y. 
—amodel bank ineveryrespect 
—a properly planned bank— 
growing rapidly and profitably. 


ARE YOU LOOKING 


20 YEARS AHEAD? 


Fs lai seeing banker diagnoses what lies before him . . . the crowd 
in the lobby . . . the long lines of impatient customers at the win- 
dows. “Will history repeat itself?”’, he asks. “No, not if proper planning 
can avoid it!” So he plans. He plane to take care of a 100% or 200% 
increase in business. 

He knows that after the novelty of the new building wears off, the 
customers still will expect the best possible service and will keep on ex- 
pecting it—for 20 years and more. That means plans must be far sighted! 

The Yawman and Erbe Bank Department is composed of men with 
years of actual banking experience. Through their daily contacts with the 
great banks of the nation they can bring you knowledge and information 
which would take you years to compile. They can give you invaluable help 
in planning your new quarters. Supporting this Bank Department is one 
of the world’s largest factories for carrying out your ideas on bank equip- 
ment and systems. 

If you are planning alterations, or a new building, use the attached 
coupon. Mail it today and without obligation to you we will mail com- 
plete information. 


‘YAWMAN 4% FRBE MFG.(0. 


785 Jay Street Rochester, N. Y. 


DEVISORS OF BETTER BANK SYSTEMS AND EQUIPMENT 
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Mr. Samuel G. H. Turner, President of the Second 
National Bank of Elmira, N.Y. 


Mr. Turner is actively engaged in some of the coun- 
try’s outstanding enterprises. He is Chairman of Exec- 
utive Committee of the Shepard-Niles Crane and Hoist 
Corp., Vice-President of the Insular Lumber Co., 
Elmira Foundry Co., Lowman Construction Co.; 
Director of the Thatcher Mfg. Co., L. C. Smith & 
Corona Typewriters Inc., and Trustee of the Steele 
Memorial Library Association, Elmira College. 


Mr. Turner says, 


“The men in the Yawman and Erbe Bank Depart- 
ment worked with us to see that our special needs were 
met by combinations of their standard equipment. We, 
therefore, accomplished unusual results without the 
great cost which ordinarily follows special treatment of 


” 


unusual requirements. 


YAWMAN AND Erse Merc. Company 
785 Jay Street, Rochester, N.Y. 


Without obligation send me complete information 
about your planning service for banks. 


When writing to advertisers please mention the American Bankers Association Journal 
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The Macallen Decision 


General Counsel, American Bankers 


By THOMAS B. PATON 


Association 


Supreme Court Holds Massachusetts Excise Tax on Corporations 
Measured by Net Income Void as Respects Inclusion Exempt 
Income. Petition for Rehearing Filed. Other States Possibly Af- 
Upon A. B.A. Bank Tax Reform Movement. 


fected. Effect 


HE advocates of a reform of the 

systems of bank taxation in the 

different states and a change from 

the inequitable system of taxing 
bank shares under the General Property 
Tax to a system of excise taxation levied 
on the bank itself, measured by its net 
income from all sources—a movement 
which has already progressed to the ex- 
tent of its adoption by five of the states 
—will learn with surprise of the recent 
decision of the Supreme Court of the 
United States in the case of Macallen 
Company vs. the Commonwealth of Mas- 
sachusetts (May 27, 1929), which holds 
that an excise tax levied by the State of 
Massachusetts upon domestic business 
corporations for the privilege of doing 
business is invalid, insofar as it includes 
income from bonds of the Federal and 
local governments as part of the meas- 
ure of the excise. 

Section 5219, U. S. Revised Statutes, 
permits, as one of the alternatives for 
taxation of shares of national banks by 
the states, the banks to be taxed “ac- 
cording to or measured by their net in- 
come” and the taxing state may “include 
the entire net income received from all 
sources” provided the rate or burden is 
not higher than that imposed upon other 
financial corporations “nor higher than 
the highest of the rates assessed by the 
taxing state upon mercantile, manufac- 
turing and business corporations.” 


Will Lead to Inquiry 


EETING the demands of tax com- 
missioners of certain states that 
Congress amend the share tax provision 
of Section 5219 so as to permit those 
states to continue to impose a lower rate 
upon competing intangibles and place the 
banks in a tax class by themselves, the 
American Bankers Association has con- 
tended in its brief in opposition to fur- 
ther amendment of that section that an 
excise tax measured by net income from 
all sources may be levied by every state 
and may be levied on national banks even 
though mercantile, manufacturing and 
other business corporations are not sub- 
jected to the same form of tax. The 
states of Massachusetts, New York, Cali- 
fornia, Oregon and Washington have al- 
ready adopted this system of excise tax- 
ation of banks and other corporations 
(Wisconsin imposes a direct income tax), 
and other states have similar excise leg- 
islation in contemplation. The Macallen 
decision, though rendered in case of a 


corporation other than a bank, involves 
the principle of including income from 
tax-exempts in the measure of the ex- 
cise and, therefore, unless changed by 
rehearing, will have an important bear- 
ing upon this particular method of tax- 
ation and lead to an inquiry whether or 
not the excise systems of other states, 
as well as the excise measured by net 
income imposed upon national banks, all 
of which include income from tax-ex- 
empts, are or are not valid in this re- 
spect. 

The Supreme Court does not hold all 
excise taxation measured by net income, 
which includes income from non-taxable 
bonds, invalid. 

In substance the court, in conformity 
with its previous decisions, holds that a 
state in the exercise of its sovereign 
powers, with respect to the privilege 
granted corporations of doing business 
within its limits, has the right to impose 
an excise tax upon such corporations in 
an amount measured by their net income, 
notwithstanding part of such income is 
derived from non-taxable state or Federal 
bonds; but it makes this differentiation 
that the inclusion of income from such 
tax-exempts in the measure of the excise 
must be fortuitous and incidental to the 
main purpose of imposing a legitimate 
tax upon the exercise of corporate priv- 
ileges, and where it appears that the 
real purpose and intent, though in form 
or guise of an excise, is in substance and 
reality to impose a tax on the income 
derived from tax-exempt securities, the 
tax act in this respect is void. The court 
finds this to be the case in Massachu- 
setts and holds that an amendment 
adopted by the Massachusetts Legisla- 
ture in 1925 under which an excise is 
imposed upon domestic business corpora- 
tions in part consisting of an amount 
equal to 2% per cent of net income de- 
rived from business in the Common- 
wealth, is unconstitutional and void with 
respect to the requirement of inclusion 
in net income of income derived from 
Federal bonds and securities and county 
and municipal bonds. 


Three Justices Dissent 


R. JUSTICE STONE (with whom 

concurred Mr. Justice Holmes and 
Mr. Justice Brandeis) wrote a dissenting 
opinion in which he asserts that there is 
no constitutional principle nor decision 
of the court which would deny to the 
state the power so to tax the privileges 
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which it has conferred upon the domestic 
corporation involved, even though all its 
property were tax-exempt securities of 
the United States and income derived 
therefrom. He points out that for sev- 
enty years the Supreme Court has con- 
sistently adhered to the principle that 
either the Federal or state governments 
may constitutionally impose an excise 
tax on corporations for the privilege of 
doing business in corporate form and 
measure the tax by the property or net 
income of the corporation, including the 
tax-exempt securities of the other or in- 
come derived from them. He holds that 
in no technical sense does the Massachu- 
setts tax in question seem open to objec- 
tion; being an excise, the tax is not on 
property or income and may include 
either in its measurement, although not 
directly taxable. Granting that a statute 
otherwise valid may be deemed improper 
when intended as a covert means of di- 
rectly burdening ownership of securities 
of the other sovereignty, he can discern 
no such sinister purpose in the present 
legislation; there is nothing in it, he 
says, to indicate that the Massachusetts 
Legislature intended to impose a direct 
tax on income or do more than impose 
an excise tax, measured by income in- 
cluding that upon Federal bonds which 
the Supreme Court has declared it 
may do. 


Petition for Rehearing 


HE Commonwealth of Massachu- 

setts has filed a petition for rehearing 
in this case and the Supreme Court, 
before its adjournment, granted leave to 
the states of California, Oregon and 
Washington to file briefs in support of - 
such petition. The main grounds of the 
petition are that the decision is based on 
the incorrect assumption that the Massa- 
chusetts Legislature in enacting the leg- 
islation in question, had the sinister pur- 
pose of attempting to tax tax-exempt 
securities under the deceptive guise of 
an excise; that the decision ignores the 
decisions of the Supreme Court since 
1864 affirming the excise nature of the 
Massachusetts tax legislation in ques- 
tion; that the decision seriously disrupts 
the Massachusetts system of taxation, 
carefully developed in accordance with 
decisions of the Supreme Court and in- 
tended in good faith to render equitable 
and legal the Massachusetts tax upon do- 
mestic and foreign corporations; and that 
the decision threatens seriously to dis- 


82 AMERICAN 


rupt the structure of the tax systems of 
California, New York, Oregon, Washing- 
ton and other states, all of which have 
adopted legislation similar to that of 
Massachusetts in similar attempts in 
good faith to revise their tax systems in 
conformity with the decisions of the 
Supreme Court and the best tax thought 
of committees and commissions who have 
made a study of the problem of an equi- 
table and legal tax upon domestic and 
foreign corporations. 

In view of the important bearing of 
this decision on the bank tax problem, 
the American Bankers Association has 
been requested by the officials of a num- 
ber of the states affected to seek per- 
mission and, if granted, to file a brief in 
support of this petition for a rehearing. 
No decision upon the petition can be made 
until the October term of the court and 
it will remain an uncertain question until 
next fall whether the petition will be 
granted and, if granted and there is a 
rehearing, whether the decision will be 
adhered to, modified or reversed. 


Summary of Decision 


WHlte the limitations of space pre- 
vent the publication of the full text 
of the Macallen decision, its importance 
warrants a liberal summary of the main 
features of the opinion, as follows: 

The court first refers to the statute of 
Massachusetts which, as amended in 
1923, imposed an annual excise tax on 
domestic business corporations for the 
privilege of doing business in the Com- 
monwealth of (1) an amount equal to $5 
per $1,000 upon the value of the corpo- 
rate excess of every corporation and (2) 
an amount equal to 2% per cent of that 
part of net income of every corporation 
derived from business in the Common- 
wealth. In defining “net income” the 
statute expressly excluded interest re- 
ceived upon bonds, notes and certificates 
of indebtedness of the United States. 
The Supreme Court of the United States 
says that this definition had the effect 
of excluding, in the same respect, inter- 
est on state, county and municipal bonds. 


Inclusion of Tax-Exempts 


UT in 1925 this definition was 

amended, the exclusion of tax-ex- 
empts omitted and net income was de- 
fined as income required to be returned 
to the Federal Government, adding net 
losses as defined in fhe Federal Revenue 
Act that have been deducted and “all in- 
terest and dividends not so required to 
be returned as net income except divi- 
dends on shares of stock of corporations 
organized under the laws of the Com- 
monwealth and dividends in liquidation 
paid from capital.” This, it is seen, re- 
quired the inclusion of income from tax- 
exempt securities. 

The Macallen Company, a_ business 
corporation of Massachusetts, being the 
owner of bonds of the United States, 
Federal Farm Loan bonds and county 
and municipal bonds, paid, under protest, 
the tax assessed for 1926 upon an amount 
equal to 2% per cent of its net income 
in which was included the interest re- 
ceived from the foregoing securities and 


brought a petition for abatement of the 
tax. The Supreme Court of Massachu- 
setts sustained a demurrer to the petition 
and held the tax to be, not a tax on 
income but an excise “with respect to 
the carrying on or doing business,” as 
the statute itself in form declared. While 
the tax was larger than it would have 
been if the income from the tax-exempts 
had not been included, the Massachu- 
setts court held the income was not taxed 
but simply employed, together with the 
other items, in ascertaining the measure 
for computing the excise. In reversing 
the judgment of the Supreme Court of 
Massachusetts, the Supreme Court of the 
United States, through Mr. Justice Suth- 
erland, thus states the question for deter- 
mination: 


“This Court must determine for itself by 
independent inquiry whether the tax here is 
what, in form and by the decision of the 
state court, it is declared to be, namely, an 
excise tax on the privilege of doing busi- 
ness, or, under the guise of that designation, 
is in substance and reality a tax on the 
income derived from tax-exempt securities. 
If, by varying the form—that is to say, if 
by using one name for a tax instead of an- 
other, or imposing a tax in terms upon one 
subject when another is in reality aimed at 
—the substance and effect of the imposition 
may be changed, constitutional limitations 
upon powers of taxation would come to 
naught. The rule is otherwise. To this 
effect, the following cases may be cited as 
illustrative.” ‘The court then cites and quotes 
from Brown v. Maryland, 12 Wh. 419, 444; 
Dobbins v. Commissioners, 16 Pet. 435; Cook 
v. Pennsylvania, 97 U. S. 566; Almy v. Cali- 
fornia, 24 How. 169, 174; Indian Oil Co. v. 
Oklahoma, 240 U. S. 522, 530; Federal Land 
Bank v. Crosland, 261 U. S. 374. The court 
continues: 


Limitation of Former Decisions 


“The court below predicates its decision 
upon a series of decisions of which Flint v. 
Stone Tracy Co., 220 U. S. 107, 163-165, is 
the extreme example, holding that a tax 
lawfully imposed upon the exercise of cor- 
porate privileges within the taxing power 
may be measured by income from the prop- 
erty of the corporation although a part of 
such income is derived from non-taxable 
property. See also Home Ins. Co. v. New 
York, 134 U. S. 594; Society for Savings v. 
Coite, 6 Wall. 594; Provident Institution v. 
Massachusetts, 6 Wall. 611. The distinction 
pointed out in these cases is between an 
attempt to tax the property or income as 
such and to measure a legitimate tax upon 
the privileges involved in the use thereof. 
It is implicit in all that the thing taxed in 
form was in fact and reality the subject 
aimed at, and that any burden put upon the 
non-taxable subject by its use as a measure 
of value was fortuitous and incidental. 

“The aphorism of Chief Justice Marshall 
in McCulloch v. Maryland, 4 Wh. 316, 431, 
that ‘the power to tax involves the power 
to destroy,’ has frequently been reiterated 
by this Court. The principle, of course, is 
important only where the tax is sought to 
be imposed upon a non-taxable subject; or, 
as said in Knowlton v. Moore, 178 U. S. 41, 
60, ‘. the power to destroy which may 
be the consequence of taxation is a reason 
why the right to tax should be confined to 
subjects which may be lawfully embraced 
therein, even although it happens that in 
some particular instance no great harm may 
be caused by the exercise of the taxing 
authority as to a subject which is beyond 
its scope.’ Not only may the power to tax 
be exercised oppressively, but for one gov- 
ernment—state or national—to lay a tax 
upon the instrumentalities or securities of 
the other is derogatory to the latter’s dig- 
nity, subversive of its powers, and repugnant 
to its paramount authority. See California 
v. Pacific Railroad Co., 127 U. S. 1, 41. 

“These constitute special and compelling 
reasons why courts, in scrutinizing taxing 
acts like that here involved, should be acute 
to distinguish between an exaction which in 
substance and reality is what it pretends to 
be, and a scheme to lay a tax upon a non- 
taxable subject by a deceptive use of words. 
The fact that a tax ostensibly laid upon a 
taxable subject is to be measured by the 
value of a non-taxable subject at once sug- 
gests the probability that it was the latter 
rather than the former that the law-maker 
sought to reach. If inquiry discloses per- 
suasive grounds for the conclusion that such 
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is the real purpose and effect of the legis- 
lation, the tax cannot be upheld without 
subverting the well-established rule that 
‘“.. . What cannot be done directly because 
of constitutional restriction cannot be ac- 
complished indirectly by legislation which 
accomplishes the same result. - Consti- 
tutional provisions, whether operating by 
way of grant or limitation, are to be en- 
forced according to their letter and _ spirit, 
and cannot be evaded by any legislation 
which, though not in terms trespassing on 
the letter, yet in substance and effect de- 
stroy the grant or limitation.’ Fairbank vy. 
United States, 181 U. S. 283, 294, 300.” 

The court then says: “In the considera- 
tion of such legislation, the controlling prin- 
ciple, constantly to be borne in mind, is that 
the state cannot tax the instrumentalities or 
bonds of the United States, or, what is the 
same thing, the income derived therefrom, 
directly or indirectly—that is to say, it 
cannot. tax them in any form. Words which, 
literally considered, import a tax upon some- 
thing else—a tax, for example, as here, upon 
the privilege of doing business measured in 
part by the amount of non-taxable interest 
received—may, nevertheless, be adjudged to 
lay a tax upon the interest, if that purpose 
be fairly inferable from a consideration of 
the history, the surrounding circumstances, 
or the statute itself considered in all its 
parts. See Home Savings Bank v. Des 
Moines, 205 U. S. 503, 510, 521. 

“On the one hand, the state is at liberty 
to tax a corporation with respect to the 
doing of its business. On the other hand, 
the state cannot tax the income of the cor- 
poration derived from non-taxable securities. 
It necessarily follows that the legislature may 
not, by an artful use of words, deprive this 
Court of its authority to look beyond the 
words to the real legislative purpose. And 
the power and the duty of the Court to do so 
is of great practical importance. For when 
the aim of the legislature is simply to tax 
the former, it is less likely to impose an 
injurious burden upon the latter than when 
the aim is directed primarily against the 
latter. See Galveston, Harrisburg &c. Ry. 
Co. v. Texas, supra, p. 227. 

“In Miller v. Milwaukee, 272* U. S. 713, 
this Court had occasion to consider a ques- 
tion quite analogous to that here involved. 
In that case the state statute exempted the 
income from bonds of the United States held 
by corporations, but provided for taxing so 
much of the stockholders’ dividends as cor- 
responded to the income of the corporation 
not assessed. This Court, holding the tax 
invalid, said (p. 715): 

It is a familiar principle that conduct 
in usual] situations the law protects 
may become unlawful when part of a scheme 
to reach a prohibited result. If the avowed 
purpose or self-evident operation of a statute 
is to follow the bonds of the United States 
and to make up for its inability to reach 
them directly by indirectly achieving the 
same result, the statute must fail even if 
but for its purpose or special operation it 
would be perfectly good. Under the laws of 
Wisconsin the income from the United States 
bonds may not be the only item exempted 
from the income tax on corporations, but it 
certainly is the most conspicuous instance of 
exemption at the present time. A _ result 
intelligently foreseen and offering the most 
obvious motive for an act that will bring it 
about, fairly may be taken to have been a 
purpose of the act. On that assumption the 
immunity of the national bonds is too im- 
portant to allow any narrowing beyond what 
the Acts of Congress permit. We think it 
would be going too far to say that they 
allow an intentional interference that is only 
prevented from being direct by the artificial 
distinction between a corporation and_ its 
members. A tax very well may be upheld 
as against any casual effect it may have 
upon the bonds of the United States when 
passed with a different intent and not aimed 
at them, but it becomes a more serious at- 
tack upon their immunity when they are its 
obvious aim. In such a case the Court must 
consider the public welfare rather than the 
artifices contrived for private convenience 
and must look at the facts.’ 

“See also Northwestern Ins. Co. v. Wis- 

consin, 275 U. S. 136; Alpha Cement Co. v. 
Massachusetts, 268 U. S. 203, 218: Frick v. 
Pennsylvania, 268 U. S. 473, 494-495; Natl. 
ar Ins. Co. v. United States, 277 U. S. 508, 
old, 
“A liberal application of the foregoing 
principles, which find confirmation especially 
in the later decisions of this Court, is essen- 
tial to the preservation of the constitutional 
limitations imposed upon the taxing powers 
of the states. Let it once be conceded that 
such limitations may be evaded by the adop- 
tion of a delusive name to characterize the 
tax or form of words to describe it, and the 
destruction of the vitality of these necessary 
safeguards will soon follow. 

“In the present case, it appears that the 
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An Opportunity to Create 
Valuable Good Will 
for YOUR Bank 


Your bank’s name on A. BA. Chéques offers the 
opportunity to create valuable /good-will among 
your customers. Eyéry time ygur customers cash 
an A. B. A. Cheatie they/seé the name of your 
bank and regéive a favorable impression of the 
completenéss of yourSanking service. 


A. BO A. Chequés were established by the 
Américan Bankefs Association to provide banks 

ith a travel chequé of their own, which would 
enjoy univers@l acoeptance. A. B. A. Cheques are 
accepted by banks, hotels,»shops, ticket offices, 
and tourjst agercies throughout the world. More 
than 60,000,000 separate cheques have been 
negotiated during the last 20 years. A. B. A. 
Chéques age certified checks. 


LONDON 


A.B. A Cheques are convenient to carry, afford 
complete protection against loss or theft of funds, 
and abroad command the favorable exchange rate 
of bankers paper. The cheque itself is an instru- 
ment of the highest grade, engraved on safety 
paper. 


The name of your bank on A. B. A. Cheques 
links your bank with your customers, wherever 
they may be. 


A. B. A. 
CHEQUES 


ACCEPTED EVERYWHERE 


CONSTANTINOPLE 


When writing to advertisers please mention the American Bankers Association Journal 
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“For the Mutual Good of all” 


— Benjamin C franklin, 1 1752 


cAnd 177 years have 
proved the inherent soundness 


of this business principle 


HE courthouse at Philadelphia, 

March 25th, 1752! Benjamin 
Franklin is outlining his plan for the 
first insurance company in America. 


The company founded that day—a 
quarter of a century before the signing 
of the Declaration of Independence— 


was a mutual company. 


Later—in 1795—John Marshall and 
Thomas Jefferson, recognizing the sound- 
ness of mutual principles, adopted them 
in founding the first insurance company 
in Virginia. They have endured without 


change for almost two centuries. 


Over 80% of all life insurance today 
is carried in mutual companies, and in the 


MATT Cane field of casualty insurance, leading cor- 
- porations and hundreds of thousands of 
individuals are enjoying mutual protec- 

tion and service—and at a considerable 

saving in cost. 


MUTUAL PROTECTION IS AVAILABLE ° 
A worth-while booklet on mutual 


Accident and Health Liability (all forms) casualty insurance will be sent on request. 


Automobile (all forms) Plate Glass 
Burglary and Theft Property Damage 
Workmen's Compensation Fidelity Mutual Insurance, Room 2203, 180 


North Michigan Ave., Chicago, I]linois. 


MUTUAL CASUALTY INSURANCE 


These Old Line Legal Reserve Companies Are Members of 


AssociaATION oF Mutua Casuatty Companies and AMERICAN MuTvAt ALLIANCE 


No solicitation will follow. Address 


Allied Mutuals Liability Insurance Co., New York City; American Mutual Liability Insurance Co., Boston, Mass.; Builders Mutual Casualty Co., Madison, Wis.; Central Mutual 
Casualty Co., Kansas City, Mo.; Employers Mutual Casualty Co., Des Moines, IJa.; Employers Mutual Liability Insurance Co., Wausau, Wis.; Exchange Mutual indemnity Insurance 
Co., Buffalo, N. Y.; Federal Mutual Liability Insurance Co., Boston, Mass.; Hardware Mutual Casualty Co., Stevens Point, Wis.; Interboro Mutual Indemnity Insurance Co., New York 
City; Jamestown Mutual Insurance Co., Jamestown, N. Y.; Liberty Mutual Insurance Co., Boston, Mass.; Lumbermens Mutual Casualty Co., Chicago, IH.; (American) Lumbermens 
Mutual Casualty Co., of Iilinois, New York City; Merchants Mutual CasualtyCo., Buffalo, N. Y.; Michigan Mutual Liability Co., Detroit, Mich.; Mutual Casualty 1nsurance Co., 
New York City; Texas Employers Insurance Association, Dallas, Texas; U. $ Mutual Liability Insurance Co., Quincy, Mass.; Utica Mutual Insurance Co., Utica, N. Y. 


When writing to advertisers please mention the American Bankers Association Journal 
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The Keeper of the Nation’s Credit 


Py WALTER EARL SPAHR 


Professor of Economics and Banking, New York University 


Reserve Banks Have Drastic. Weapon for Curbing Speculation. 
Can Refuse to Rediscount Otherwise Eligible Paper If Funds 


Are to Be Used in Financing Trading in Securities. 


Hacking 


at Federal Reserve Act Opposed. Hands-Off Tradition Favored. 


HERE are, generally speaking, 

five weapons for credit control 

which the Federal Reserve Board 

and the reserve banks may use. 
They are the rediscount rate, the open 
market transactions, persuasion, warn- 
ings and a refusal to accept paper for 
discount. 

The conventional theory regarding the 
rediscount rate is that if it is raised it 
increases sufficiently the cost of credit 
for member banks to force them to 
raise their discount rates to their cus- 
tomers, thereby checking credit exten- 
sion. This simple statement of the prin- 
ciple is inadequate. The cost involved 
as a result of the rediscount rate or as 
a result of a change in the rediscount 
rate is a relatively unimportant matter 
to a bank which desires to extend credit 
to its customers. Banks do not redis- 
count all of their paper; they rediscount 
only a very small proportion of their 
total paper and, as a result, the cost of 
rediscounting which falls on this small 
proportion of rediscounted paper is al- 
most negligible if distributed over all 
the paper discounted by the banks. 

It should be recalled that in 1920-21, 
under authority of the Phelan amend- 
ment to the Federal Reserve Act, four 
Federal reserve banks instituted pro- 
gressive or penalty rediscount rates ap- 
plicable to those member banks which 
borrowed beyond their so-called “normal 
line of credit.” Some of these rates 
were high, in one instance a rate in the 
Atlanta district reached 87% per cent, 
and yet these high rates did not seem 
to deter those member banks which 
wished to rediscount. In fact it was 
clearly demonstrated to the Joint Com- 
mission of Agricultural Inquiry (Report 
published 1921-1922) that there was less 
response in the discount rates to changes 
in the rediscount rates in the four dis- 
tricts which. employed these high pro- 
gressive rediscount rates than in the 
other districts which did not follow this 
practice. This seemed to explode the 
idea that cost is an important factor in 
the principle of rediscounting. 


Largely Psychological 


N the contrary the most important 

factor is the psychological one al- 
though the practice of American banks 
in keeping their borrowings at a mini- 
mum is an important consideration. A 
change in the rediscount rate is indica- 
tive of the attitude of the Federal Re- 


Can Refuse 


[% the power given them 
to refuse to rediscount 
paper technically eligible, 
the reserve banks have 
something up their sleeve 
in the nature of a practical 
mechanism for controlling 
the supply of credit made 
available for stock market 
operations. Just how far 
the Federal reserve au- 
thorities would care to go 
in the exercise of this 
power is problematical, but 
the fact remains that it 
has been used in the past. 
What its use would mean 
is described in this article. 


serve Board and the reserve banks with 
respect to the general credit situation 
and may or may not be followed by 
member banks. In any event it always 
affects banks in a district unevenly. 
Some are not rediscounting at all and 
of course they are not affected; others 
may be rediscounting a little paper while 
still others are rediscounting heavily. 
Probably only the last group would con- 
sider the question carefully and for them 
the real reason for change in their dis- 
count rate must be largely psychological 
rather than because of any cost involved. 

It may be said, therefore, that as a 
weapon for controlling the stock market 
the rediscount rate is hardly a powerful 
instrument except in so far as a change 
brings with it a psychological reaction 
on the part of the member hanks and 
others depending upon member banks 
for credit. Many speculators, well 
aware of the actual impotence of the 
rediscount rate as a cost factor, fear 
that member banks might follow the 
Federal reserve bank changes in rates 
with a sympathetic response of their 
own which, in turn, might frighten 
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speculators—corporations as well as in- 
dividuals—which require or desire the 
support of the member banks in their 
operations. For these reasons, prima- 
rily, the prospect of a change in the 
rediscount rate presents genuine prob- 
lems to the investor even though he be 
thoroughly aware of the true nature 
of the rediscount rate. He can never be 
certain of what the masses may do. 
There are many who suspect that the 
masses are wise enough not to respond 
to a change in the rediscount rate and 
do not fear it. The action of the market 
seems to lend some support to this view. 
However, this question still appears to 
belong to the realm of the problematical. 


Supplementary Mechanism 


| & should be clear nevertheless that it 
would be difficult to show any re- 
lationship between 12 per cent call 
money rates and a 5 per cent rediscount 
rate. And if speculators are so anxious 
to speculate that they will do it at 10-12 
per cent call rates a 6 per cent re- 
discount rate has in it no characteristic 
or cost factor that could be expected to 
change their desire for speculation at 
10-12 per cent rates. 

There can be very little that is effec- 
tive about the rediscount rate except the 
possibility of a psychological reaction, 
and this is highly uncertain. There may 
be too much skepticism among the banks 
and speculators for even this to be effec- 
tive. It should be noticed also that a 
rise in the rediscount rate would have 
a certain effect in one respect and that 
is that it would penalize eligible paper, 
an effect that is not desirable. There 
appears to be little justification for 
penalizing commerce and business in 
order to use a weapon which can have 
at the best but a doubtful effect upon 
the speculative market. 

The use of open market operations on 
the part of the Federal reserve banks, 
a mechanism which may be considered 
as supplementary to and necessary to 
support a change in rediscount rates, 
may be more effective provided the Fed- 
eral reserve banks have ample funds or 
securities to put into the market as oc- 
casion requires. If in harmony with a 
rise in the rediscount rate the Federal 
reserve bank or banks wish to dry up 
the surplus funds in the open market in 
order to compel rediscounting at the in- 
creased rates they must flood the mar- 
ket with paper. But to flood the market 
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with securities and then compel some 
member bank to rediscount may not ef- 
fect a control of the situation; it prob- 
ably would compel some of the member 
banks in the market to cease lending on 
call and to borrow from the Federal re- 
serve banks. The customers of these 
particular member banks might borrow 
elsewhere, perhaps from non-member 
banks and other corporations not under 
the control of the system or from other 
member banks which are not rediscount- 
ing due to adequate reserves. Whether 
a reduction in security loans always can 
be secured in this manner might be con- 
sidered doubtful. 


Weak Weapons 


URTHERMORE is should be ob- 

served that selling securities in the 
open market at high rates of discount 
and raising the rediscount rate, as regu- 
lative instruments, are likely to secure 
results in the securities market just the 
opposite of those desired. Their first 
effect may be to cause a drop in security 
prices for a short time after which the 
situation may become aggravated due to 
an influx of funds from abroad and from 
interior banks. 

This has been the experience, in gen- 
eral, since the change of the rediscount 
rate of the Federal Reserve Bank of New 
York in July, 1928, and there seems to 
be no valid reason for repeating that ex- 
perience. A measure just as logical, if 
past experience has any value, would be 
to reverse the procedure and lower the 
rediscount rate in New York with re- 
spect to the other Federal reserve bank 
rates. The first effect doubtless would 
be a radical increase in security prices 
which would cause an abnormal demand 
for funds resulting in abnormal call 
money rates and perhaps in a final col- 
lapse in the market. 

The lowering of the rediscount rate, 
of course, would not drive funds out of 
the market since they are held there by 
the high call money rates but it would 
have the certain advantage of not being 
an additional factor in holding funds 
that should remain in the interior and 
foreign banks, and in addition it would 
favor rather than penalize eligible pa- 
per. Surely it is just as reasonable, in 
the light of past experience, to argue for 
a lower rate as it is to argue for a 
higher one so far as effective control of 
the speculative market is concerned al- 
though it is doubtless true that few per- 
sons would wish to assume the respon- 
sibility in the eyes of the public for such 
an unusual procedure. 

While few if any responsible persons 
probably would care to propose such a 
measure seriously, its consideration 
should reveal the weakness of the re- 
discount rate and perhaps, to a lesser 
degree, open market operations as de- 
sirable weapons for control of the specu- 
lative securities market. 


Pressure Was Used 


to effectiveness of persuasion de- 
pends upon the disposition of the offi- 
cers of member banks. Many of them 
when called into conference by officers 


of the Federal reserve banks manifest a 
desire to cooperate and do cooperate. In 
the past, suggestions from the board and 
the reserve banks have had marked ef- 
fects. In 1920 when the central authori- 
ties suggested that the member banks 
discriminate between essential and: non- 
essential transactions the member banks 
cooperated admirably. Recently, to quote 
one report, “the reserve authorities have 
taken up the matter with officers of the 
offending banks and have made clear to 
them that their reserve position should 
be adjusted by liquidating a part of 
their loan or investment account, rather 
than through borrowing.” That many 
banks have been and are conforming to 
the desires of the Federal reserve bank 
authorities is becoming known and their 
action began to show the real effective- 
ness of this weapon upon the money 
market in the temporary collapse of 
March 26 when call money rates rose to 
20 per cent. 

This procedure or type of control was 
endorsed by the Federal Advisory Coun- 
cil in its meeting of February 15 as will 
be seen from the following minute of its 
proceedings: 

“The Federal Advisory Council approves 
the action of the Federal Reserve Board in 
instructing the Federal reserve banks to pre- 
vent, as far as_ possible, 
Federal reserve funds for the purpose of 
carrying loans based on_ securities. The 
Federal Advisory Council suggests that all 
the member banks in each district be asked 
directly by the Federal reserve bank of the 
district to cooperate in order to attain the 
end desired. The council believes beneficial 
results can be attained in this manner.” 

This pressure was used also by the 
Federal Reserve Bank of Philadelphia 
when it issued a letter to its member 
banks on February 21, part of which 
read as follows: 

“We remind those who are availing them- 
selves of our discount facilities that if they 
find their reserve for any reason deficient 
for anything longer than a very temporary 
period and have security loans to individuals 
or firms who are not regular customers 
entitled to accommodation, they should re- 
duce the volume of such loans rather than 
rediscount with us or borrow from us.” 

Warnings like that issued by the board 
on February 7, 1929, send a chill up the 
spine of the speculative market. Much 
confusion, both in security prices and in 
opinions as to the significance of the 
warnings, naturally follows. The pub- 
lic wonders what, if anything, the board 
“has up its sleeve.” Some insist that a 
warning is an idle threat and that the 
board and banks really have no effective 
weapon to use. Others are not so certain 
that the warning is an idle threat and 
are reluctant to test the powers of the 
central authorities. The fact that the 
milder persuasive influence of the Fed- 
eral reserve banks, combined with the 
cooperation on the part of the member 
banks, began to show its effectiveness by 
March 26 should remove from the minds 
of skeptics all doubts as to the signifi- 
cance and effectiveness of warnings. 
That the Federal Reserve Board and the 
reserve banks have in their possession 
weapons to make a warning effective ap- 
pears clear, and of these the most effec- 
tive is the next to be examined. 

A refusal of the Federal reserve 
banks to accept eligible paper is a 
drastic weapon which these banks could 
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use against their recalcitrant member 
banks in case they refuse to cooperate 
and respond to the warnings of the 
board and the reserve banks. Peculiarly 
enough the board seldom mentions this 
power and yet it undoubtedly reposes in 
the central authorities. The fact that it 
is mentioned so seldom apparently has 
caused many to believe that no such 
power exists. A realization of the ex- 
istence of such a power should destroy 
any skepticism on the part of those who 
are tempted to challenge the central 
authorities. It is a weapon that could 
make a warning very effective. 

The authority for such action lies not 
only in the Federal Reserve Act but also 
in the regulations of the board issued in 
amplification of and under authority of 
the act. It lies in the distinction be- 
tween eligibility and acceptability. Not 
only must paper be eligible for redis- 
count; it also must be acceptable to the 
Federal reserve banks. Acceptability in- 
volves the questions of the use to which 
funds are being put, whether the mem- 
ber bank is over extending itself, 
whether it is lending too much money to 
any one customer, or too much on any 
one kind of paper, whether it is borrow- 
ing too much from the Federal reserve 
bank, and related considerations. 

It should be noticed that those provi- 
sions of the act dealing with rediscount 
and open market operations employ the 
word “may” and are permissive, not 
mandatory, in nature. In other words 
the Federal reserve banks may redis- 
count or purchase certain paper pro- 
vided it is eligible and provided it meets 
certain other requirements of various 
kinds which fall under the heading of 
acceptability or desirability but not 
eligibility. In Regulation A, Section IV 
(Series of 1928) the board says with 
respect to certain kinds of promissory 
notes: 


the borrower’s financial statement 
shall be accompanied by separate financial 
statements of such affiliated or subsidiary 
corporations or firms, unless the statement 
of the borrower clearly indicates that such 
a note is both eligible from a legal stand- 
— and acceptable from a credit stand- 
pomt. ...” 


In a similar manner we note in the 
Digest of Rulings of the Federal Re- 
serve Board (1928 edition) this state- 
ment: 

“Even though paper may be eligible for 
rediscount, a Federal reserve bank is under 
no obligation to rediscount it, but may accept 
it or refuse it according as it is considered 
desirable from a credit standpoint.” 

Furthermore it should be understood 
that Federal reserve banks in the past 
have exercised their right to refuse 
paper. The Federal Reserve Bank of 
Dallas in 1919, for example, rejected 7.8 
per cent of the total number and 6.9 
per cent of the total volume of items 
offered for rediscount, although it is not 
clear that all this paper was eligible 
for rediséount. 


Would Frighten Lenders 


——— this power exists seems beyond 
question. If it is necessary for the 
board to make its warning effective this 
may be the most effective and desirable 
(Continued on page 84) 
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*€Ox Cart”? Methods Not Used in This Bank! 


AS THE TELLER WRITES DEPOSITOR’S NAME— 
THE BOOKKEEPER ACTS IMMEDIATELY—AND— 
THAT DEPOSITOR’S “BALANCE” APPEARS BEFORE THE TELLER’S EYES! ALMOST 


SILENT! SECRET! 100% ACCURATE! INSTANTANEOUS! ONLY 2 OPERATIONS 
NECESSARY—TELLER WRITES NAME—BOOKKEEPER WRITES BALANCE 


AND 
AN INDELIBLE RECORD REMAINS ON AN ENDLESS ROLL AT EACH STATION! 


FIFTEEN YEARS AGO 


And before telautographs became as well known as 
they are today, bankers everywhere were buying 
costly communicating devices, pipe-like conveyors, 
basket-like conveyors and even speaking tubes in an 
effort to establish safer contact between the tellers 
and the bookkeepers, but it availed them little. 
During, and since, the World War, they discovered 
the telautograph (which only requires a few wires 
for installation and which takes the place of the 
cumbersome devices mentioned) and now only the 
disused pipes remain to remind them of the expense 
which was thought so necessary many years ago. 


TODAY 


More than 1000 banks (large and small) are using 
over 5500 telautographs for teller-bookkeeper com- 
munication and each day finds at least another bank 
adopting this valuable device—not to displace tele- 
phones, but to augment the telephone service in the 
institution, and principally to provide the most ac- 
curate and consequently safe means of transmitting 
messages pertaining only to the payment of checks. 
The charge per annum figures but 56 cents per day 
for one teller—74 cents per day for two tellers, etc. 
Also, by cutting a small opening in the grill work 
two tellers may use one telautograph with the 
consequent saving in rentals. 


TELAUTOGRAPHS ARE ALSO USED TO CONNECT BRANCH OFFICES WITH THE 
BOOKKEEPERS AT THE MAIN OFFICE—THUS SAVING BOOKKEEPING EXPENSE! 


WRITE FOR OUR BOOK “THEY SHALL NOT PASS”—IT EXPLAINS FULLY—IT IS FREE OF COURSE. 


Telautograph Corporation, 16 W. 61st St., New York City 


When writing to advertisers please mention the American Bankers Association Journal 
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King Cotton Extends His Kingdom 


By C. B. SHERMAN 


New Uses for Cotton Sought as Aid to Farm Problem of South. 
Bagging Believed to Offer Wide Outlets for Low-Grade Short 
Tests Disclose Practical Basis of the Plan. 
Growth of Longer Staple Urged to Avoid Foreign Competition. 


Staple Product. 


ECENT conditions in the cotton 

industry, both on the farm and 

in the factory, have created a de- 

mand for information on the 
utilization of raw cotton and the pos- 
sibilities of finding new uses or markets. 
Farmers and manufacturers alike have 
been producing for an unmeasured mar- 
ket. Cotton manufacturers have begun 
to organize for collective research to in- 
clude comprehensive analyses of mar- 
kets for cotton goods; cotton farmers 
have begun to realize their economic in- 
terest in the ultimate uses of their cot- 
tou. Both groups are now anxious to 
know how the present uses of cotton can 
be increased and what new uses might 
be developed. 

As a result an extensive correlated 
program of research has been developed 
in which the Cotton Textile Institute, 
Inc., the United States Department of 
Commerce, and several bureaus of the 
United States Department of Agricul- 
ture are now cooperating. 

Extensive preliminary compilations of 
the uses of cotton indicated the grades 
and staples required in the manufac- 
ture of different cotton products, and the 
relative proportions of the total con- 
sumption of raw cotton in the United 
States which the different manufactur- 
ers and classes of manufacturers repre- 
sent. It was found, for instance, that 
print cloth, used in the manufacture of 
men’s shirts, underwear, draperies, etc., 
takes about 10 per cent of the raw cot- 
ton consumed annually, and that this 
raw cotton ranges in staple from 15/16 
inch to 1 1/16 inches. 

This study of uses was designed to 
aid in a more definite knowledge of the 
raw cotton needs of manufacturers, to 
facilitate adjustments of supply to de- 
mand, and to contribute indirectly to 
a better distribution. It also served as 
a base from which studies of changes in 
demand and uses could take direction. 
Maladjustments between production and 
demand are in part the results of eco- 
nomic changes, some of which are of 
swift and almost spectacular develop- 
ment, whereas others are slow, with an 
obscured significance. 


Better Grades Needed 


STUDY of domestic mill consumption 
of American cotton by grades and 
staples has not yet been completed, but 
the conclusions to date are valuable. 
They not only corroborate the fact that 
mills ordinarily require even-running 


Farm Relief 
Without Congress 


relief of a charac- 
ter different from that 
which has been before Con- 
gress during the extra ses- 
sion is being attempted by 
the Government in behalf 
of the cotton growers of 
the South. The program 
explained here consists of 
seeking to create a wider 
domestic market in an ef- 
fort to bring the producer 
a greater return without 
increasing the item of 
transportation cost. The 
movement is one of which 
much may be heard later. 


cotton, but they indicate that the Ameri- 
can mills want better cotton, on the 
average, than the average of the grades 
and staples now being produced in this 
country. They indicate an excellent op- 
portunity for growers to improve their 
incomes by producing cotton that is 
higher in spinning value, provided they 
are paid for it on a quality basis. 

The conclusions point to the need for 
an inventory of the grades and staples 
required by mills, and of the premiums 
paid by spinners and merchants for the 
better grades and staple lengths. Such 
an inventory will enable farmers and 
farm leaders to understand how far 
they can go as to yields and qualities 
with advantage both to themselves and 
to the manufacturers. For instance, al- 
though manufacturers of automobile 
tires are cited as using lower grades 
and shorter staple than formerly, the 
manufacturers still use cottons that av- 
erage about an inch. 

In the absence of specific data con- 
cerning the longer staples, it was not 
possible to draw definite conclusions as 
to how near the American supply of long 
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staples comes to meeting the require- 
ments of American mills, but the data 
indicate that the average of the grades 
and staples used by American mills is 
higher than the average of the crop of 
Georgia, for instance. 


Too Much Short Staple 


are now being made of 
the grades consumed throughout the 
United States, and a greater number 
of mills are being included. Were such 
data available for the past several years, 
the trend of consumption by qualities 
would be indicated. 

The paradoxical fact that the demand 
for quality in lint is on the increase, 
while the qualities produced are either 
at a standstill, or, as many think, on 
the decline, can be explained only by 
the fact that in the local markets the 
cotton is bought on the basis of average 
quality, according to the preliminary re- 
port. Thus the grower of better cotton 
is definitely penalized, whereas. the 
grower of inferior cotton is rewarded: 
So long as this antiquated custom pre- 
vails in the local markets, little incen- 
tive is offered to growers to produce bet- 
ter cotton. 

The strongest home demand (and 
probably the strongest world demand) 
for American cotton is for Middling to 
Strict Middling from 15/16 of an inch 
to 1 1/16 inches in length. In the sup- 
ply of these lengths there is practically 
no foreign competition. 

Growers are producing by far too 
much short staple cotton, if their own 
best interests and those of the industry 
are considered. If they would produce 
less short cotton, the growers could avoid 
the competition they now suffer from 
the short cottons of the Orient, the re- 
port found. 

Once information has been obtained 
from the manufacturers as to the uses 
made of the several grades of staples 
produced in this country, the growers 
can be told more specifically what kind 
of cotton should be grown to the best 
advantage of both growers and manu- 
facturers. 


Changing Styles Offset 


Wwe per capita consumption of raw 
cotton has apparently increased in 

United States 
twenty-five years, as indicated by the 
per capita consumption of cotton cloth. 
This increase is significant, for cotton 
cloth represents more than three-fourths 
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of all lint cotton consumed, and the in- 
crease has occurred in spite of the ob- 
vious decrease in the quantity of cot- 
ton that goes into women’s clothing. 

The increasing quantities going into 
automobiles, wall coverings, awnings, 
road markers, substitutes for leather and 
a great variety of other relatively new 
articles has apparently more than offset 
the effects of changing styles of cloth- 
ing and of the increased competition 
from jute, rayon, silk and other textile 
materials. 

Utilization of cotton in these direc- 
tions has come about without organized 
effort on the part of manufacturers and 
growers. There is reason to believe 
that, by means of a thorough-going anal- 
ysis of the markets for cotton goods, 
ways may be found of further increas- 
ing the per capita consumption of cot- 
ton at home, if not abroad. 

Realizing the farmers’ interest in this 

subject and the 
fact that, since 
farming is the 
largest of our na- 
tional industries, 
a single article 
that is as well, or 
better, adapted to 
the farmer’s use 
and is more at- 
tractive in price 
may have large 
potential value, 
farm uses of cot- 
ton have been in- 
vestigated. 

There are now 
150 articles, other 
than clothing and 
household furnish- 
ings, listed as be- 
ing used on their 
farms by more 
than 1500 farmers. 

The relative im- 

portance of an 

article is indicated by the number of 
farmers who reported its use. For in- 
stance, 868 farmers out of a total of 
1735 reported the use of wagon sheets. 
If a like proportion of 6,000,000 farmers 
use wagon sheets, this article alone con- 
sumes a considerable quantity of raw 
cotton. 

These farmers suggested sixty arti- 
cles used on their farms which do not 
contain cotton, but in which they be- 
lieve cotton could be used satisfactorily. 
“It seems reasonable to suppose,” says 
the report, “that the greater the num- 
ber of individual farmers making a given 
suggestion, the more practicable that 
suggestion and the more readily the sub- 
stituted cotton article might be expected 
to come into general use.” 

Some 200 farmers suggested cotton 
bagging for cotton, 174 suggested it for 
fertilizer bags, and other bags were 
mentioned frequently. Cotton bagging 
for cotton has been a recurrent subject 
of controversy for more than a quarter 
century, and it has been tried from time 
to time. 

In the more recent years of large 
cotton crops (1914, 1920 and 1926) the 
principal considerations favoring cotton 


bagging have been the desirability of 
removing from the channels of trade 
vast quantities of low-grade cotton, 
which tend to depress prices; of reducing 
and standardizing the weight of bagging; 
and of putting cotton up in neater pack- 
ages and handling it in a less wasteful 
way than is the common American prac- 
tice. 


Under Practical Tests 


N 1927 the Bureau of Agricultural 

Economics designed four weights of 
cotton bagging, and a fifth suitable for 
use as patching, which were then com- 
pared with jute bagging in shipping and 
weathering tests. 

A lot of 120 bales was divided into 
groups, and an equal number of bales 
was covered with each of the types of 
bagging. This cotton was baled at Hen- 
derson, N. C., in a standard press box; 


Unloading cotton-bagged bales at Bremen 


six yards of bagging and six bands were 
used on each bale, and they were sam- 
pled on both sides. They were then 
shipped to Portsmouth by rail and to 
Norfolk by barge. At Norfolk the cot- 
ton was weighed, sampled on both sides, 
compressed to high density, and shipped 
to Bremen, Germany. In all these proc- 
esses, it was handled as is any lot of 
commercial cotton for export. 

Each lot contained four bales covered 
with cotton bagging dyed the color of 
jute and treated with an antiseptic to 
prevent mildew. Since the cotton was 
not exposed to weather, the effect of 
dyeing and disinfecting upon the bag- 
ging was not determined. 

The cotton was placed aboard the S.S. 
West Campgaw for shipment. It was 
loaded by the same laborers, with the 
same equipment, and was stowed in the 
same hold as were 2000 bales of com- 
mercial cotton destined for the same 
port. The commercial shipment and 
the experimental shipment were unloaded 
at Bremen at the same time and in the 
same manner. 

On arrival the bales were carefully 
examined. It was necessary to “break” 
the bales from the hold by using 


“dog hooks.” In several instances, if 
the hooks did not “get a good hold,” 
they tore the bagging somewhat or pulled 
off a band, which was also true in the 
case of the jute-covered bales. Little 
further damage occurred during un- 
loading, which was accomplished by chain 
slings. 


In Better Condition 


showed that, every- 
thing considered, the cotton reached 
Bremen in unusually good condition. The 
bales covered with cotton bagging were 
much neater and in better condition gen- 
erally than those with jute bagging. After 
the bales were examined and weighed, 
they were photographed and reloaded on 
the same ship for return shipment. 

Several of the bales have since been 
exhibited at selected places. Six-month 
experiments are now under way to de- 

termine the weath- 

ering qualities of 

these types of cot- 

ton bagging under 

both humid and 

arid conditions. 

Physical tests 

(breaking 

strength and ship- 

ping) indicate 

that from the 

viewpoint of dura- 

bility, protection 

to the cotton, and 

neatness, cotton 

bagging is a more 

suitable covering 

for the American 

bale than is jute. 

As the fertilizer 

industry is neces- 

sarily vitally in- 

terested in the 

welfare of the cot- 

ton industry, the 

National Fertil- 

izer Association has cooperated in the 

study of the practicability of cotton for 

fertilizer bags. Statements were re- 

ceived from 172 members of the fertil- 
izer industry in twenty-seven States. 

Results indicate that 97 per cent of 
the fertilizer used in this country is 
handled in burlap (jute) bags and only 
2 per cent in cotton bags. This means 
that approximately 4000 bales of cotton 
are now used annually for fertilizer bags. 
If all fertilizer were handled in cotton 
bags, approximately 170,000 bales of 
low-grade, short-staple cotton would an- 
nually be diverted to this use. 

Members of the industry expressed 
varied opinions as to the suitability of 
cotton for fertilizer bags. About half 
the number were not favorably disposed 
toward the cotton bag either because of 
the cost involved or because they thought 
it subject to mildew; among the other 
half were many who thought it as good 
as the burlap bag, and several stated 
that cotton bags should be used to help 
the farmers. 

The wholesale grocery trade consumes 
more cotton bags than any other 
group. Through the cooperation of 

(Continued on page 73) 
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Union Stock Yards National Bank at Omaha, Nebraska. This banking room 
is finished with over 3000 square feet of Johns-Manville Sound Control 


CONTROL IS 
A SOUND 
INVESTMENT 


Everywhere Bank 
Officials find in 
Johns-Manville Office 


Quieting Treatment an 
Aid to Better Banking 


Banking requires the highest accuracy on the part 
of employees of every rank. Banking operations 
most favorably impress depositors when con- 
ducted in dignified surroundings. Excessive noise 
lowers efficiency and impairs dignity. 


It is impracticable to end the numerous sounds 
which result from the necessary activities of an 
office, and the outside traffic. However, by Johns- 
Manville Sound Control methods the intensity of 
sounds can be so reduced as to become unno- 
ticeable. Scores of banks have called upon Johns- 
Manville to end the noise nuisance and, in every 
case we have been successful. The size, shape or 
decorative plan of the banking room or office pre- 
sent no difficulties to J-M acoustical experts. These 
trained men can measure or compute the volume 
of sound in a room and then reduce it by means of 
Johns-Manville Acoustical Materials, made spe- 
cifically for sound control purposes. 


Johns-Manville Office-Quieting Treatment is 
applicable to all parts of banking quarters. Many 
banks find that its use is particularly valuable in 


materials. The result is a quiet, pleasant working place. 


bookkeeping departments. By reducing noise of 
accounting machines and typewriters a higher 
efficiency and greater accuracy results. 


Send us the convenient coupon or write us. We 
will be glad to show you the record of our success. 
in other banks and to discuss with you the correc- 
tion of conditions in your own establishment. 
Excessive noise is a costly and annoying evil. Let 
us banish it from your bank. 


Johns-Manville 


SOUND-ABSORBING TREATMENT 


JOHNS-MANVILLE CORPORATION 

Chicago Cleveland San Francisco 
{Branches in all large cities} 

Please send me a copy of your “Sound Control Treatment for Banks.” 


New York Toronto 


When writing to advertisers please mention the American Bankers Association Journal 


a Bee 
a 
| 
AC-90-7 


AMERICAN BANKERS ASSOCIATION JOURNAL July, 1929 


Do Our 
Banking Friends 


THe Centra Hanover 
Bank AND Trust COMPANY, a 
merger of she: Hanover National 


Bank and the Central Union Trust 
Company of New York, gives the 


Same careful and understanding cor~ 


respondent service given in the past. 


The business of our banking 
friends will be handled by the 


same officers and personnel as be- 
fore and enlarged facilities provide 
even greater accommodations for 


service. 


CENTRAL HANOVER 
BANK AND TRUST COMPANY 


NEW YORK 
14 Offices in 14 Manhattan Centers 


Foreign Representatives in London, Paris, Berlin, Buenos Aires and Sydney 
NO SECURITIES FOR SALE 
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Railroad Stocks and the O’Fallon 


Decision 


By CHARLES F. SPEARE 


Some Aid and Comfort to Railroads Seen in O’Fallon Decision. 
Carriers Thought to Have Received Better Treatment from the 
Supreme Court Than at the Hands of the Interstate Commerce 


Commission. 


T is well over a month since the 

United States Supreme Court ren- 

dered to an expectant public a 

divided opinion in the so-called St. 
Louis & O’Fallon railroad valuation case. 
As yet this public, which includes those 
most concerned in the decision, namely, 
the managements of and the investors in 
railroads, do not seem to know what to 
do with it. No other important pro- 
nouncement by the highest court in the 
land has brought forth so few expres- 
sions on its significance. 

This might be construed as an inability 
to interpret it for it follows winding 
legal paths. The decision has failed also 
to arouse that deep interest in railroad 
stocks that was expected to follow a 
lifting of the inhibitions that have been 
holding back the shares of the steam 
carriers from participation in the longest 
and most dramatic bull market in the 
country’s history. 

The decision does, however, give some 
aid and comfort to the railroads, though 
not to the extent hoped. Possibly the 
first conclusions from it were the most 
accurate. These came from quick-witted 
Wall Street, which, within a few minutes 
of the brief flashes from Washington, 
was bidding up the stocks of roads that 
were closest to the “recapture” margin 
as much as 10 and 20 points and might 
have gone on buying them had not a 
slump in industrial shares then been 
brewing. It has come back to them at 
intervals since, but in a very discriminat- 
ing and composed way, and somewhat as 
a matter of market convenience after 
having taken all of the rich substance 
from the rest of the stock list. 


Utilities Benefit Most 


NDUSTRIALS and public utility price 

averages have been notoriously high; 
that of the “rails” has been discourag- 
ingly low. One of the curious aspects 
of the situation is that the Supreme 
Court decision seemed to benefit the pub- 
lic utilities most in reaffirming the valua- 
tion doctrine contained in such historic 
cases as those of the Southwestern Bell 
Telephone, the Consolidated Gas of New 
York and the Indianapolis Water Co., 
although what the railroad lawyers have 
been praying for was just such an ap- 
plication of correct property appraisals 
for rate making purposes as they actu- 
ally received. 
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Curious Aspects 


NALYZING the _ out- 
come of the O’Fallon 
case, the author of the ac- 
companying article’ re- 
gards it as one of the curi- 
ous aspects of the situation 
that the Supreme Court 
decision seemed to benefit 
public utility securities 
most in reaffirming the 
valuation doctrine  con- 
tained in a number of his- 
toric cases in that field. 
Hence any consideration 
of railroad and utility se- 
curities is influenced by 
the somewhat inconsistent 
attitude of the government 
toward mergers in the pub- 
lic service field. 


The biggest market in public utility 
securities since the industry first took 
prominence in this country has followed 
the May twentieth announcement by the 
Supreme Court while, with the exception 
of a limited number of “rails” of the bet- 
ter grade, the railroad market has, at 
times, dropped down to insignificant pro- 
portions. 


Reproduction Cost Ignored 


HE Transportation Act of 1920 was 

framed to bring relief to the rail- 
roads without hurting the feelings of 
those who at that time were strongly in 
favor of government ownership. One of 
the sops thrown to this element in and 
out of Congress was a provision to the 
effect that, in any year, one half of any 
income of a carrier that might be in ex- 
cess of 6 per cent on the “fair” valua- 
tion of the property should be “recap- 
tured” from the carrier and placed in a 
common fund for the benefit of worthy 
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Utility Securities Benefit from Court’s Ruling. 


but improvident competitors. In order 
to come to a conclusion as to what should 
be recapturable it was first necessary to 
establish a proper valuation. 

It was on this that the railroads and 
the Interstate Commerce Commission 
differed. Hence the appeal to the United 
States Supreme Court and its recent de- 
cision which criticizes the attitude of the 
commission and supports the carriers in 
general, while leaving quite vague cer- 
tain fundamental questions involved in 
the whole controversy on valuation and 
rates and making necessary future deci- 
sions to clear up specific points. This is 
why there has been such hesitancy in 
espousing the cause of railroad securities 
even though they have received good 
treatment by the court. 

In arriving at a basis for valuation 
the Interstate Commerce Commission ap- 
plied average prices of the year 1914 as 
proper but failed to give due considera- 
tion to the enormous appreciation in the 
value not only of physical property, such 
as rights of way, buildings, terminals and 
materials, that has taken place in the 
past ten or fifteen years. It practically 
denied the right of use of the “reproduc- 
tion” cost which had been sustained by 
the higher courts in determining a rate 
base for the public utilities. To its at- 
titude the United States Supreme Court 
has taken issue in refusing to stultify 
itself after it had emphatically held in 
previous decisions that the “cost of re- 
production” must be considered. It went 
even further and rebuked the commission 
for its lapses and its unwillingness to 
carry out the instructions of Congress. 


Mandate Must Be Obeyed 


HE nub of the matter is to be found 

in the following paragraph from the 
majority opinion read by Justice Mc- 
Reynolds: 


“In the exercise of its proper function this 
court has declared the law of the land con- 
cerning valuations for rate-making purposes. 
The commission disregarded the approved 
rule and thereby failed to discharge the defi- 
nite duty imposed by Congress. Unfor- 
tunately the question on which the com- 
mission is divided is this: When seeking to 
ascertain the value of railroad property for 
recapture purposes, must it give considera- 
tion to current, or reproduction, cost? The 
weight to be accorded thereto is not a mat- 
ter before us. No doubt there are some, 
perhaps many, railroads the ultimate value of 
which should be placed far below the sum 
necessary for reproduction. But Congress 
has directed that values shall be fixed upon 
a consideration of present costs along with 


~ > 
- 
WN 
rh) 
| 
i | 
\ 
| 
| 
| 


44 AMERICAN BANKERS ASSOCIATION JOURNAL 


all other pertinent facts; and this mandate 
must be obeyed. Whether the commission 
acted as directed by Congress was the fun- 
damental question presented. If it did not, 
the action taken, being beyond the authority 
granted, was invalid. The only power to 
make any recapture order arose from the 
statute.” 


It is unusual for a United States court 
to criticise so freely one of the conspicu- 
ous agencies of the government. In fact, 
one of the members of the Interstate 
Commerce Commission some months ago 
said to me that he doubted whether the 
decision would favor the railroads as 
the court was traditionally unwilling to 
take issue with the commission. Possibly 
the court, like many of the public, has 
reached such a degree of irritation over 
the attitude of the commission that it 
was unable to repress its feelings. 

Between the estimates of aggregate 
valuation for the American railroads 
there was a difference of possibly $10,- 
000,000,000 if the method of the Inter- 
state Commerce Commission were to be 
held to and the one ruled as correct by 
the United States Supreme Court ap- 
plied. This, obviously, has a pronounced 
effect on the status of the carriers with 
large earning power. Among such are 
the Atchison, Topeka & Santa Fe, the 
Union Pacific, Chesapeake & Ohio, New 
York Central, Norfolk & Western, Atlan- 
tic Coast Line, Nickel Plate, and Great 
Northern, with the Baltimore & Ohio 
and Southern Railway on the border line. 
Other properties affected because of their 
low valuations, relative to capitalization, 
are St. Louis & San Francisco, Kansas 
City Southern, Missouri-Kansas-Texas 
and St. Louis Southwestern. 


Will Reorganize Methods 


F the prices of these stocks before the 

May twentieth decision was rendered 
are compared with those of the end of 
June it will be found that they have 
realized the major market benefits of the 
Supreme Court’s verdict while other 
“rails” have been indifferent to it. This 
is easier to understand when it is known 
that had “recapture” become effective it 
would have meant that the government 
might have taken such sums as $36,000,- 
000 from the Chesapeake & Ohio, $28,- 
000,000 from the Norfolk & Western, 
$25,000,000 from the Atchison, $28,000,- 
000 from the New York Central, $14,- 
000,000 from the Atlantic Coast Line 
and $5,000,000 from the Nickel Plate, on 
cumulative arrears along with the fur- 
ther prospect of annual payments run- 
ning from 1 per cent per share to five or 
six times this amount. Such payments 
have been postponed, if not permanently 
avoided, which permits railroad manage- 
ments to consider the position of the 
stockholder who has been receiving too 
small a percentage of earnings in pro- 
portion to those paid by industrial or 
public utility companies. 

It is not to be understood that the 
decision of the Supreme Court junks all 
.of the valuations that have been made 
or throws into the discard the work 
on which the Interstate Commerce Com- 
mission has been engaged since 1914. 
Since the decision was rendered the 
commission has made public additional 
valuation reports, one that of the Penn- 


sylvania lines. Like all the others this 
is held to be incomplete and much below 
reproduction cost and will be opposed 
by the railroad. 

In time the commission will probably 
reorganize its methods and take up 
valuations from the 1914 base and bring 
them up more nearly to the present 
time as conditions warrant. Not all 
railroads are worth today what they 
were before the war in spite of the 
subsequently great advance in property 
and materials. The minority opinion of 
Justice Brandeis cites the fact that near- 
ly 4500 miles of railroad have been 
abandoned since 1920 and that others are 
today below their original cost. The con- 
troversy, however, is not with such lines 
but with the carriers in the East, West, 
North and South that have been con- 
spicuous for years for high standards of 
management and always have made am- 
ple provision for maintenance and re- 
placements. Those who have followed 
the statistical record of the trunk lines 
and the transcontinental group or roads 
that provide the main North and South 
arteries of travel or by frequent use 
of the services of these carriers have be- 
come familiar with them will not ques- 
tion that they are today of immeasurably 
more value than they were fifteen years 
ago. If property accretions figure in 
the formulas of every other industry 
why should they be eliminated from 
those of the railroads? 


The Irony of It 
—" analysis of the Supreme 


Court’s decision contained this sen- 
tence: “Consolidation developments have 
a passing influence on the market and 
in a great many cases their importance 
has been overestimated. By contrast, 
the O’Fallon decision is intrinsically 
much more important than consolidation 
developments.” 

One might reply that, academically, 
this is true; actually it is incorrect, at 
least in the present stage of market 
speculation. There has not been a real- 
ly big movement in railroad shares in 
recent years except where there was 
behind it the possibility of a merger. 
Nearly all of the important operations 
in the public utility list in recent weeks 
have been predicated on consolidations 
plus the reaffirmation in Supreme Court 
decisions of the principle of present 
costs established in the Indianapolis 
Water Co. and Southwestern Bell Tele- 
phone cases. 

The irony of this is that what the rail- 
roads needed to help their credit and 
to stimulate interest in their securities 
has been grabbed by the propagandists 
of public utility stocks who already had 
abundant ammunition and a well edu- 
cated and willing public to follow their 
lead, in one of the most sensational 
group movements in the entire five years 
of rising markets. 


Discord Is Increasing 


HIS movement has been stimulated 
almost entirely by the combinations 
actually arranged, or believed to be un- 
der contemplation, which have centered 
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in the territory where railroad con- 
solidation seems to be most difficult to 
effect. While the Morgan interests have 
been bringing together great power and 
light units in Pennsylvania, New Jersey 
and New York and will possibly extend 
their spheres of influence into other 
eastern states the prospects of railroad 
mergers in the same areas have been 
diminishing. Discord, rather than ac- 
cord, among the carriers is increasing, 
They are farther away from a common 
agreement as to control of independent 
lines than they were two years ago. 
They have become more individualistic 
when, in carrying out the spirit of the 
Transportation Act, they were expected 
to act as a unit in framing a program 
that would divide the trunk line region 
into four major systems. In this situa- 
tion requiring direction from a federal 
authority, the Interstate Commerce Com- 
mission has no will to act except ne- 
gatively. It is influenced more by the 
personal prejudices of its aggressive 
members than by a desire to effect an 
arrangement that would accomplish in 
the railroad world what public utility 
managers and their bankers believe is 
desirable in the light and power industry. 

If there is merit in the consolidation 
idea from the standpoint of effecting 
economies and giving the public a better 
and cheaper service it should be put to 
work in the railroad world where com- 
petition is keener than in the public util- 
ity industry and the field of expansion is 
limited while that of the other is limit- 
less. The Interstate Commerce Commis- 
sion has repeatedly “turned down” 
mergers that could show substantial 
economies in operation and improve pub- 
lic service and at the same time it has 
looked on passively at buccaneering in 
the railroad world that destroys all 
prospect of an early era of unification. 

So, while there are occasional out- 
bursts of enthusiasm for railroad stocks 
and a few “new high record” prices, as 
those at the end of June in the “gilt- 
edged” rails, the public seems to prefer 
to put its money in an industry that 
is cooperative and toward which there 
is a sympathy from commissions in its 
consolidation policies. This may not al- 
ways be so. There are rumblings of 
trouble growing out of some of the re- 
cent mergers, the prices paid for control, 
and the old controversy between private 
and public supervision of water rights. 
But while the railroads have been is- 
suing approximately $3,750,000,000 of 
securities since 1923 the power and light 
companies have placed nearly $11,000,- 
000,000 of their bonds, notes and stocks 
with the public and the industrials 
slightly less than $11,000,000,000. This, 
better than any other index, tells the 
type of investment which the American 
public of today prefers. 


New Financing Declines 


New financing during the first half of 
1929 amounted to $4,838,711,161 as com- 
pared with $5,680,558,902 for the same 
period last year according to the N. Y. 
Journal of Commerce. Foreign issues 
totaled $242,815,347. 
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When investing for a secondary 
reserve, banks should not con- 
sider a bond account primarily 
a money-maker... 


MARKETABILITY is tte 


consideration 

FFORDING sound security and satis- 
A factory yield —enjoying an active 
market with narrow price fluctuations 
due to early maturities—Short Term 
Notes meet banking requirements for 
more liquid secondary reserves. Each 
week The Equitable issues a selected 
list of these securities. For a copy call 
or write our local representative, who 
is in constant contact with The 


Equitable’s main office in the center 
of Financial New York. 


THE EQUITABLE 
TRUST COMPANY 


OF NEW YORK 
11 BROAD STREET 


Madison Ave, at 45th St. 
28th St. and Madison Ave. 
Madison Ave, at 79th St. 

368 East 149th St. + 4oWorth St. 


DIsTRICT REPRESENTATIVES: 


PHILADELPHIA + BALTIMORE 
SAN FRANCISCO . ATLANTA 


FOREIGN OFFICES: 
LONDON + PARIS + MEXICO CITY 


Total resources more than $550,000,000 
© E. T. C.of N. Y., 7929 


When writing to advertisers please mention the American Bankers Association Journal 


The Equitable’s main office in the center of Financial New York 
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...NO BUILDING IS MORE FIREPROOF THAN 
ITS DOORS AND TRIM ... . . DAHLSTROM 


In the American 
Commercial & Savings 
Bank, Davenport, la., 
the Elevator Entrances 
are by Dahlstrom. 


Architect: Weary & 
Alford, Chicago, III. 


ETURNING DIVIDENDS 

by lowering maintenance 

and upkeep costs...giving great- 
er life...effecting less depre- 
ciation...Elevator Entrances by 
Dahistrom are an excellent 
investment. For, when the name 
‘‘Dahistrom”’ is specified you 
are assured of the finest mater- 
ials, workmanship and design. 


Dahlistrom Metallic Door Co. 
413 Buffalo Street Jamestown, N. Y. 


Established 1904 


New York Chicago LosAngeles Detroit Dallas 


DAHLSTROM == 


When writing to advertisers please mention the American Bankers Association Journal 
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The New Hook-Up with Germany 


By EMMETT HARRIS 


Trend Toward Exchange of Patent Rights by Manufacturers in 
Germany and United States Has Great Economic Possibilities. 
New Wave of German Financing in American Market by Smaller 
Industries Foreseen as Result of the Reparations Settlement. 


ETTLEMENT of the vexing ques- 
tion of German reparations has 
opened up the prospect of a new 
wave of foreign financing in this 

country. Such financing it is believed 
must inevitably follow the period of 
stagnation during which reparations’ 
uncertainty has practically shut off Ger- 
many from all foreign loan markets. 

Even now with the annuity fixed at 
$480,000,000 per year and the certainty 
of a substantial transfer surplus avail- 
able in the annual balance of payments 
of the Reich, German industry desirous 
of borrowing abroad is confronted with 
the dilemma of a stagnant bond market 
in the United States. In addition to this, 
moreover, a new phase of German indus- 
trial financing presents itself. Many of 
the smaller industries who have, hereto- 
fore, drawn on the larger German credit 
organizations for working capital are 
finding such accommodation more and 
more difficult to obtain. The credit or- 
ganizations, themselves handicapped by 
their inability to sell bonds in the United 
States, can offer little assistance. The 
tendency is, therefore, strongly toward 
direct stock flotation on the part of the 
smaller industrialists. 

How this can be accomplished is a 
problem that is receiving the immediate 
attention of bankers in this country. The 
average stock flotation for a German in- 
dustrial is not large. Many of the 
industries need from $500,000 to $1,000,- 
000 to pay off short term debts, clean up 
foreign bills for raw material and simi- 
lar obligations. Such loans could not be 
handled by New York investment houses 
as public issues because of the high cost 
of investigation and marketing. These 
are more or less constant and fixed items 
in any issue whether it be of $500,000 
or $10,000,000. 


Patent Exchanges Likely 


CONCURRENT requirement of 

many German industrialists, faced 
with a prohibitive tariff wall around the 
American market and unable to sell in 
this market is some arrangement for the 
sale of their patents and processes to 
American firms on either a royalty or 
outright purchase arrangement. Inci- 
dentally American industry, finding it 
more and more difficult to compete in 
Germany because of lower German costs 
are anxious in turn to sell their rights 
to good German companies and, if pos- 
sible, retain an interest in the profits. 
As the whole thing works out, circum- 


Beating the Tariff 


the scheme 
of exchanging patent 
rights described here, Ger- 
man factories are envi- 
sioned as the makers of the 
world’s “seconds,” while 
the United States reigns 
paramount as the producer 
of quality goods. This may 
seem like something in the 
nature of an economic 
dream, but the movement 
has already begun and the 
disposal of the war indem- 
nities problem clears the 
way for its development, 
along with a new type of 
foreign financing by Ameri- 
can bankers. 
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stances all point to a more or less gen- 
eral exchange of German and American 
patents and processes accompanied by 
such participation on the part of Ameri- 
can industry in the financing of German 
companies as particular circumstances 
warrant. 

This development comes at a propi- 
tious moment in German economic devel- 
opment. Only as long ago as March 1, 
1929, the high peak of unemployment 
was reached in Germany with 2,460,000 
persons receiving doles. By April of 
this year this number had already been 
reduced to 1,100,000. On the other hand 
the uncertainty regarding reparations 
had reduced the average prices of stock 
exchange issues from 177 per cent of 
par a year ago to 125 per cent at the 
end of April, 1929. The bond market in 
Germany had also receded from 110 per 
cent of par a year ago to 96 per cent in 
April. Car loadings on the other hand 
show a 11 per cent increase over last 
year. These anomalies in Germany’s 
current position point to a distinct in- 
dustrial upturn, accompanied by a de- 
cided diffidence on the part of domestic 
capital due to reparations’ uncertainty. 
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Under such circumstances the demand 
for foreign capital will be felt imme- 
diately, now that reparations have been 
removed from the chess-board of inter- 
national economics. 


Competitors to Hook Up 


NE large American trust company 

which holds many German patents 
in this country as a heritage from the 
War has already established a new de- 
partment for the purpose of interesting 
German industry in financing themselves 
by such a hook up with their erstwhile 
American competitors. How neutral 
foreign markets would be divided up 
under such an arrangement is obviously 
a matter of individual negotiation. 
Geographical propinquity and the exist- 
ing foreign organizations of each com- 
pany will undoubtedly be deciding fac- 
tors. 

It is noteworthy that such a develop- 
ment can probably be carried cut to bet- 
ter advantage between American and 
German industry than between that of 
any other two nations. As a rule the 
United States is more keenly competitive 
with German industry abroad than with 
that of any other country. Moreover, 
while this country has advantages of 
mass production, Germany’s low labor 
cost almost invariably swings the bal- 
ance in her favor especially in such 
products and in such markets where 
quality plays second fiddle to price. An 
advantageous interchange of interests 
could, therefore, conceivably be arranged 
between German and American indus- 
trials whereby the German product, for- 
tified by American capital and technique 
could further exploit the low priced 
markets of the world, leaving the higher 
priced markets to the better quality 
product of American factories. 

Under such an arrangement German 
factories would become the makers of 
the world’s “seconds” and American fac- 
tories, benefited by German patents 
could well become more strongly en- 
trenched than ever in the first quality 
products. No one will deny that the 
tendency of big business everywhere is 
away from nationalism and toward in- 
ternationalism. Capital knows no coun- 
try and industry, which has now become 
less individual and more a matter of 
common and widely distributed owner- 
ship, is rapidly following in the same 
general direction. 

The results of the new trend in 


(Continued on page 87) 
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The Influence of Aviation 
on Business 


By COL. HALSEY DUNWOODY 


Executive Vice-President, Universal Aviation Corporation 


Air Transportation Now Serves Long List of Big Industries. 
Trial Has Shown Many Business Enterprises Savings Possible 
by Reducing Time and Space with Planes. 
Will Do for Flying What Good Roads Did for 


UST how important a factor is avia- 

tion today? Commercial aircraft 

produced in the United States in 

1928 totaled 4500, valued at $50,- 
000,000. These figures are not particu- 
larly impressive by themselves, but con- 
stitute an increase of more than 130 per 
eent as contrasted with the year pre- 
vious. 

In 1921, approximately $5,000,000 
were invested in the aviation industry 
and 5000 men employed. Today, it is 
estimated that over $200,000,000 is be- 
ing devoted to aviation, giving employ- 
ment to some 30,000 workers. 

The present year dawned with 1598 
airports in this country, and 17,000 miles 
of airways, 6000 of which were lighted 
for night flying. Some 80,000,000 people 
are served by these lines. There were 
5200 pilots licensed during 1928, and 
10,000 students were trained to fly. 
About 2,000,000 pounds of air mail were 
carried in 1928, and 5,800,000 miles 
were flown by air mail lines. These fig- 
ures represent increases of 450 per cent 
and 120 per cent respectively in two 
years. All classes of tabulated airways 
operations in 1928 totaled 10,000,000 
miles. 


Over Land or Water 


ITHIN the space of twenty-four 

hours 45,000 miles are flown in this 
country on scheduled service. A _ well 
known company published figures for 
freight service between Dearborn, Chi- 
cago, Cleveland, and Buffalo, showing 
that in four years 91 per cent efficiency 
was obtained. 

During the first six months of 1928, 
3,129,000 air mail miles were flown of 
the 3,382,000 miles scheduled, an effi- 
ciency of 92% per cent. The American 
Air Transport Association reports 30,- 
000 express packages carried in 1928 
and 1700 tons of mail. 

Three years ago there was no such 
thing as commercial aviation. I main- 
tain therefore that these figures merit 
serious consideration. It is inconceiv- 
able that the United States, with 30,000,- 
000 automobiles, will be satisfied with 
only a few thousand airplanes, espe- 
cially when these planes have proved 
their ability to operate during summer 
and winter, rain or sunshine, over 


Aviation 
Summed Up 


VIATION as it is to- 

day is here summed up 
in the following impressive 
fashion; capital invested, 
$200,000,000; employees, 
30,000; miles flown annual- 
ly 10,000,000; mail carried 
in 1928, 2000 tons; passen- 
gers carried on air lines, 
50,000; express, 30,000 
packages; air ways, 17,000 
miles; airports, 2000; 
population served, 80,000,- 
000. Such is the result of 
seven years of growth. 


SS 
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land or water, under extremely 
varying conditions, with an effi- 
ciency of well over 90 per cent, and 
with a saving in time between New 
York and San Francisco of thirty-one 
hours. Who does not remember his first 
automobile? What a nice toy and sum- 
mer plaything—but only to be carefully 
stowed away on stilts in the barn in the 
fall, where it remained until the fair 
weather and hard smooth roads of 
spring. 


Reduced U. S. to Size of Texas 


PEED is undoubtedly the one great 

advantage of aviation over other 
means of transportation. Aeroplanes 
have reduced the United States to the 
size of Texas. 

It is indisputable that bad weather 
is the one greatest detriment to air 
transportation. This situation be- 
ing faced squarely by the aviation 
industry, and it is only a matter of time 
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More Airports 
the Automobile. 


when fog piercing lights, radio com- 
munication, navigation instruments, and 
similar devices, will completely conquer 
this present obstacle. 

Let me say just a word in regard to 
the safety of air travel. The industry is 
so new and the types of flying are so 
various, that it is difficult to properly 
allocate the exact causes of accidents. 
For example, we have highly maneuver- 
able but tricky military planes, we have 
mail planes, single-motored planes, mul- 
ti-motored planes, open and cabin planes. 
We have good, bad and indiiferent en- 
gines. We have too few excellent air- 
ports and too many dangerous fields 
which are being used for landings. We 
have well established and _ regularly 
scheduled passenger flights over estab- 
lished airways, and we have taxi flights 
and sight-seeing flights of every descrip- 
tion, over all sorts of terain. Unfor- 
tunately also, we have too many inade- 
quately instructed pilots mixed up with 
the good ones. Suffice it to say that 
wherever we have motion, we will al- 
ways have the possibility of accident. 
Yet even today our properly organized 
and managed air lines operate with a 
record of safety which should inspire 
confidence in the most timid soul. 


Importance of Airports 


D” the automobile develop our good 
roads, our thousands of filling sta- 
tions and garages, or were those good 
roads and other facilities the cause of 
more and better automobiles? Good air- 
ports and adequate servicing facilities, 
at these ports, constitute the good roads, 
filling stations and garages of aviation. 
The day when one will fly from Pitts- 
burgh to New York, or Washington, or 
to the Pacific Coast, depends very 
largely upon the development of these 
aviation highways, namely, sufficient 
and adequate airports. 

Such adequate and safe airports are 
being developed throughout the United 
States by states, cities, counties and by 
private interests. Two of the largest 
projects of the kind are under way now 
in the Pittsburgh district, one the new 
municipal airport, and the other a train- 
ing port owned and managed by private 
interests. 

(Continued on page 87) 
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WORLD’S LARGEST. RADIO FACTORY 


Atwater Kent Radio is nearly seven 
years old. For twenty years before radio 
came we were making electrical instru- 
ments by methods of precision. Every 
Atwater Kent set is the product of long 
experience in making things that work 
and keep on working. 


The public’s liking for such things 
has compelled us to double the size of 
our factory. It was already the largest 
radio factory in the world—nearly fif- 
teen acres of floor space. Now it has 


DOUBLES 
AGAIN! 


32 acres —covering more space than 
nine Capitols at Washington. 


This growth reflects the growth of 
merchants who feature Atwater Kent Ra- 
dio. Their financial requirements merit 
the thoughtful attention of bankers. 


ATWATER KENT MANUFACTURING COMPANY 
A. Atwater Kent, President 
4731 Wissahickon Avenue, Philadelphia, Pa. 
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No Matter How Small Your Bank, You Can 


Cut Check-Handling Costs 


If You 


ENDORSE 


With This Machine 


O more noisy, smeary time-wasting hand- 

stamping of checks. Your adding machine 

operator can now endorse as he lists in less time 
than it formerly took just to list. 


Instead of turning the checks completely over and 
stopping every so often to stack the pile, he 
simply turns them half-way over and drops them 
—and the endorser does the rest, automatically 
stacking the endorsed checks in the same order 
they are listed. 


If you have not done so already, adopt a general 
endorsement, similar to that pictured here 
(“Pay to Any Bank or Banker”)—-good for both 
clearings and transit, and “endorse as you list” 
—with an American. 
No interest lost due to 
“split” or “missed” en- 
dorsements — or checks 
sent to correspondents or 
the clearing house with 
the wrong endorsement. 


PAID THROUGH 
CLEARING HOUSE 


PAY TO THE ORDER OF 
ANY BANK, BANKER OR TRUST CO. 


Prior Endorsements Guaranteed 


0C713 28 


THE pasar BANK] It’s the approved way, the 

DECATUR, ILL safe way, the money- 

making way—now in use 

in the largest banks in the country and in 
some of the very smallest. 


Mail the coupon below for full information 
about the new American Endorser, the most 
valuable contribution to banking since the 
adding machine. No obligation. 


CANCEL 


With This Machine 


INS and clips concealed in checks too often 
dull, bend or break perforator needles. And 
how annoying it is for the small bank with 
only one perforator to have to be without the 
machine while it is in the factory for repairs! 


American needles are 55% stronger than or- 
dinary perforating machine needles, and besides 
this extra strength, any clerk can easily and quickly 
install new American needles in the American No. 22 or 
larger models. American machines are “self- 
repairing.” 


Don’t be handicapped by having to revert to old- 
fashioned methods of hand-cancellation every so 
often while your perforating machine is at the 
factory for repairs. 


If your machine is 
punching illegible 
cancellations—wast- 

ing the time of 
your operator and 
everyone all down 

the line replace it 
with a machine 
where your clerk can Joy 
replace the needles.“ 


Just send us a sample of the perforation it makes 
—that’s all we need. We’ll quote you a liberal 
trade-in offer that will put an end to your 
perforator troubles. 


Use the coupon below. 
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*“The Modern Way Is the American Way’’ 


AREEREACAR 


DORSING CANCELLING: 


THE AMERICAN PERFORATOR Co. - CHICAGO - NEW YORK - SAN FRANCISCO « Established 1910 


AMERICAN PERFORATOR CO. 
615 W. Jackson Blvd., Chicago, Ill. 

Please send me, without obligation, complete details on 1) The new American Endorser, and the () Hand, 1) Foot-Power, 1] Automatic Electric Per- 
forators, with a 0 Quotation on your trade-in allowance on our old perforating machine, a sample impression of which is enclosed herewith. 


When writing to advertisers please mention the American Bankers Association Journal 
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Buying Power and the New 


Harvests 


By C. M. HARGER 


Country Banks Are Overcoming Handicap of Less Farm Profits. 
Through Lessened Numbers and Improved Methods for Reduc- 
ing Expenses Rural Institutions are Meeting the Competition for 
Community Funds of Other Forces Which Attract Surplus Cash. 


lH the coming of a new 

harvest the financial struc- 

ture of the producing coun- 

try is taking on changing 
aspects that have to do with the actual 
basis of its prosperity. Primarily these 
concern the individual and his mainte- 
nance; secondarily, they are influential 
in the banking progress. 

Few things are more delusive than 
theories regarding a producing area. 
Given a sharp pencil and plenty of paper 
it is easy to produce statistics, graphs 
and index figures that will prove either 
a rising tide of prosperity or more or 
less depressing trends. Politicians adept 
at the latter have flooded the country 
with statments that are based partly on 
facts and partly on preconceived ideas. 
Yet back of the production are the work- 
ers on the farms who are seeking to 
make homes and who have a constant 
struggle with the elements and the vari- 
ations of price levels. Their actual con- 
dition is the basis of the business of 
their communities. 

Standing as the barometer of this pro- 
duction area are the rural banks, and 
their managers are just now looking into 
the future with some anxiety regarding 
just what to expect from their clientele. 
Take the wheat belt. This vast area 
covers five great states devoted to winter 
wheat, three devoted to spring wheat 
and a dozen other states in which is a 
wheat acreage influential in the total 
output of the nation. 


Less Man Power 


AST autumn wheat was selling at pri- 

mary markets at a dollar, or a little 
more, a bushel. Farmers were unwilling 
to sell, believing that they would receive 
more in winter or spring. Many had a 
confidence in the special session of Con- 
gress, which theoretically would give an 
impetus to prices. They borrowed money 
at the local banks with the wheat as col- 
lateral and held their grain. In Kansas, 
the leading wheat state, 40,000,000 bush- 
els, a record amount, was on hand at the 
beginning of June this year with harvest 
less than a month away. Wheat was 
then selling at seventy-five cents a 
bushel at the country markets. Pros- 
pect of a crop equal to that of last year 
further depressed demand. Congress 
seemed unable to do anything that could 


Better Banking 


AbTHouGH the farmers 
are making less money 
and the chain stores and 
filling stations are taking 
more and more cash away 
from the rural communi- 
ties, it is contended here 
that conditions with the 
country banks are better 
now than they were a year 
or two ago. Banks through- 
out the farm country are 
going through a readjust- 
ment which is leading to 
financial stability and eco- 
nomic independence. Prog- 
ress is being made slowly 
but nevertheless surely. 


be construed as lifting the figures to 
profitable levels—at least for this season. 

The rural banks were in a position 
of holding collateral that had decreased 
in value 20 per cent. The producer was 
figuring up his costs and saw no profit 
in his crop. The result was a reduction 
of the surplus or buying power that had 
been counted on to liquidate debts and 
made the wheat grower discouraged with 
his venture. Despite the fact that he 
was reducing costs, and that the com- 
bined harvester and thresher enabled 
him to do as much work with two men 
as twenty had been able to accomplish 
under old conditions, he was unable to 
make progress. New farm machinery 
operated by gasoline costs money. The 
entire scheme of tillage has been read- 
justed to the new implements and neces- 
sarily there has been borrowing to ob- 
tain equipment. This applies not alone 
to wheat but to corn as well, where 
new equipment is demanded by the 
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changing conditions of less man power 
on the farm. 


Where the Money Goes 


AKE a county raising 3,000,000 

bushels of wheat. A _ reduction in 
price of twenty cents a bushel means 
$600,000 of -profit lost—about all the 
actual buying power that was to be ob- 
tained from that crop in a year’s labor. 
That money comes out of the spending 
that should be enjoyed by the local mer- 
chants and out of the possible deposits 
of the banks. With a given population 
a county or a community has only so 
much buying power and what becomes 
of it is the problem of the rural bank. 
What does the producer who is the real 
wealth-bringer of the bank’s territory, 
do with his money? 

Checking up the chattel mortgages 
filed in a strictly rural county in one 
week this spring eighty-two entries were 
found. Of these fifty-one were for 
motor cars, tractors and trucks of which 
thirty-four were for payments on the 
instalment plan. Not all the mortgagors 
were farmers—perhaps half of them— 
but all in some degree were dependent 
on agriculture for their livelihood. Their 
buying power was pledged in advance 
for many months and the possibility of 
adding to bank accounts was meager. 
Every week shows a similar record in 
hundreds of farm counties. It indicates 
that the producer as a whole is living 
close to his income and that he is unable 
to lay aside much for a future. 

Then there is the chain store. In one 
town of 5000 population nine chain es- 
tablishments were counted, dealing in 
everything from cigarettes to davenports 
and from baby shoes to mincemeat. It 
was stated that two more were soon to 
be opened, one a branch of a mail order 
house dealing in everything. 

These stores sell only for spot cash. 
The money received is remitted to head- 
quarters immediately. The banks have 
use of it only for a few days and small 
balances are carried—seldom more than 
$1,500 and then only as an offset for 
handling the checks and drafts. As a 
rule the store managers have no prop- 
erty in the town, do not belong to any 
civic clubs and are no more a part of 
the community than were they clerks 
of a city establishment, which in fact 
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they are. The stores are financed in the 
east and the old time merchant who kept 
his money in town and borrowed from 
his home bank is superseded by a steady 
drain on the community spending funds. 


Congress Gets the Blame 


UT there is a spirit of thrift abroad. 

Clerks, salesmen, professional men 
and some farmers are saving money. 
Utility stocks paying 6 or 7 per cent, 
non-taxable—a considerable factor when 
the high local assessments of most rural 
communities is considered are offered to 
them. Building and loan associations 
have large incomes from shareholders 
who receive 6 to 7 per cent, all of course 
valuable in home building and helping to 
give their patrons a competence. But 
the bank must compete with these with 
an offer of 3 or 4 per cent and natural- 
ly there is a disposition of the saver to 
obtain the highest rate possible. 

All this absorption affects the surplus 
that expresses itself in the buying or 
debt paying power of the community. 
Taking the total income, and subtracting 
from it the expenditures and _ invest- 
ments, makes it easy to understand the 
statement of the governor of Kansas in 
his inaugural address a few months ago. 

He declared, and gave the figures to 
prove it, that, while the banks of the 
nation as a whole had increased their 
deposits 50.5 per cent in eight years, the 
banks of Kansas had increased their de- 
posits only one-third of one per cent. 
Probably a similar report could be made 
in other strictly agricultural states— 
bank deposits are static as a result of 
the absorption of the profits, if any, 
in crop and livestock production either 
in operation and living expenses or in 
such savings as have been placed outside 
the bank. 

Naturally the producer complains. 
He is not able to reduce materially his 
mortgage and yet he is convinced that 
to succeed at all he should till more 
land—because with modern machinery 
he can handle twice as many acres as 
before with the same help or less help 
and he needs a larger acreage to keep 
his labor and himself employed. In 
these adverse circumstances he is likely 
to blame the “Money Power” or Con- 
gress or some untoward fate that attends 
him. Yet usually he has but himself 
to censure if he has gone into debt too 
deeply. 


Piled Up a Fortune 


HE other day I heard a speaker tell 

about his son who had paid $2,000 on 
a $12,000 farm eight years ago and is 
now in debt $9,000. The speaker de- 
manded that something be done for him. 
The story recalled that fine Irishman, 
Barney Lantry, who piled up a fortune 
in contracting out in the Santa Fe Rail- 
road territory and finally turned the 
business over to his sons. One day they 
came to him with figures on a job they 
had begun and told him they were going 
to lose money. 

“What mistake 
father?” 

Barney looked over the specifications; 


have we made, 


“Well, boys,” he said “the mistake ye 
made was when ye signed the contract.” 

Rural population is decreasing. In 
the most fertile and well settled com- 
munities abandoned farm houses are to 
be seen because farms have been con- 
solidated and are operated by power 
machinery with a saving of acre ex: 
pense. But to consolidate farms calls 
for capital, and mortgage debt is chang- 
ing little in volume—despite amortized 
loans and offers to ‘accept partial pay- 
ments. The rural bank thus finds its 
old time territory less populous and it is 
seeking ways to overcome the conditions. 
Losing as the community does from the 
chain store absorption of local spending 
and losing also in population, and 
through other factors, the bank must 
make up in some other way. 


Mergers Outrun Failures 


charges are logical means 
of increasing earnings but they come 
slowly in rural sections. The farmer 
does not understand. He has been used 
to having the bank do everything for 
him without cost to himself—and he 
even wonders why he does not nowadays 
receive at intervals presents of fancy 
calendars, thermometers, bread trays 
and leather purses as of old. So it is 
with extreme hesistancy that the coun- 
try bank installs a service charge, 
though the custom is growing. 

Of course the most important thing 
is to have less banks. For the first time 
in nearly a decade the number of 
merged banks is outrunning the number 
of failures all through the farm country 
And new banks are a rarity. The time 
has passed when there was a bank on 
every corner of the principal inter- 
sections of streets. Probably some of 
the corners are now occupied by filling 
stations. When $50,000 a month is 
taken out of a rural county for gasoline 
there is more need for more filling sta- 
tions than for more banks—and that 
gasoline money also leaves the com- 
munity not to return. 

The bank’s territory, however, has a 
new factor-—distance. In the early days 
of farm settlement the radius of the 
producer was the distance he could drive 
and return in a day—some dozen miles. 
Now with hard surfaced or otherwise 
improved roads and speedy cars he 
drives twenty or forty miles to trade 
and do his banking. As a result the 
banks crisscross their territory and cus- 
tomers that formerly were stable por- 
tions of the business may have their 
accounts twenty miles away. In return 
there may be customers formerly at- 
tached to other towns. Hence the ele- 
ments of accommodation, personality 
and pulling power of the bank help to 
overcome the loss of immediate clientéle. 
They likewise increase the danger of 
duplicate credit. 

Where in earlier and simpler days the 
entire loans of a customer were well 
defined now he may be carrying accounts 
and making loans at a half dozen banks 
with each unaware of his dealings with 
the others. Increasing demands for 
rural clearinghouses are made by the 


bank departments because of this situ- 
ation and where installed have proved 
to be valuable. State laws establishing 
such systems are likely to come in the 
farm states as a protection to the rural 
banks and they would go far to limit 
credit within safe lines. 


Stability Is On the Way 


the suffering of the 
producer is easy, but in most in- 
stances it is found that the unsuccessful 
producer has been a poor business man 
and has failed to observe the simple 
rules of thrift. Every community, 
every banker, can point to hundreds of 
producers who have prospered—that is, 
they have lived well, enjoyed the com- 
forts of which their fathers knew not, 
have sent their children to college and 
gained as much from life as they had 
a right to expect. But even in these 
instances it has been no easy task and 
their buying power and debt-paying 
power has been all the time stinted be- 
yond that of those engaged in industry. 

The rural banks, operating under such 
conditions, have found it difficult to earn 
dividends, and in a deplorably large 
number of instances have been compelled 
to suspend. The new harvest will bring 
an influx of wealth to the rural states. 
It may not give profits commensurate 
with the needs and its result in buying 
power is problematical because of the 
price level at which the harvest is going 
to market. But it is always better to 
have .good crops than poor crops—for 
at least there is bread to eat. 

Readjusting themselves to the new 
conditions through lessened numbers and 
by installing methods that reduce net 
expense, the rural banks are making 
progress, despite the handicap that 
exists in meager profits for the producer. 
Eventually this readjustment will fit 
banking more fully into the farm coun- 
try’s financial structure—when there is 
such change as will increase the pro- 
ducer’s buying power and give him a 
surplus that he can use to build up his 
own business as well as stimulate com- 
munity interests. Conditions with the 
rural banks are better today than a 
year ago or two years ago. Progress 
is being made through the farm country 
toward financial stability and economic 
independence—slowly, to be sure, but it 
is on the way. 


World Wheat Situation 


T is estimated that the prepared wheat 

acreage in the three Prairie Provinces 
of Canada is nearly 1,000,000 acres 
larger than a year ago, and this fact, 
together with reports that the moisture 
content of the soil is now satisfactory, 
would indicate that the 1929 crop pros- 
pects may be regarded as promising, 
according to the Royal Bank of Canada. 
Despite the increase in the Canadian 
wheat acreage, however, the prospective 
world area for 1929 crops is somewhat 
below that of 1928. According to the 
United States Department of Agricul- 
ture, the 1929 world wheat area lias been 
reported at 117,039,000 acres. 
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Have You Considered These Facts? 


There must be a reason why so many bankers, after careful 
consideration, insist on having National Bank Vault Doors 


XAMINE this new vault door just 
installed for the South Ashland 
National Bank, Chicago. Weigh 
its points of advantage over competing 
No. 10 rate doors. You, too, want a vault 
door that gives guaranteed protection. 
That in appearance will be an asset to 
your bank and that is right in price. 
More and more banks are insisting on 
National equipment because National Bank- 
Vault Doors are guaranteed to resist any form 
of burglarious attack; because in design and 
appearance these doors are unequalled; and 


because quality considered, our prices are con- 
sistently lower. 


Our 52-Page Booklet will give you many valuable 
facts. No obligation. Clip and mail the coupon, now. 


New Installation—South Ashland National 
Bank, Chicago, Illinois 


Note these points of advantage cf this door over com- 
petitive No. 10 rate doors: 


1. Drawfiled polished hinge pote of black painted. + Nearly 
121%" solid instead of 914 to 10". 20" on edge instead Ps 15% to 
16". 4. 314" bolts instead of 2!% to 334 ". 5. Finish plates in vestibule 
instead of painted vestibule. 6. Bolt. frame cast integral with door 
instead of screwed on. 7. Diameter of Compressor Drums: 9" top 
and bottom and II" center, instead of 7" to 9". 8. Diameter Com- 
pressor Shaft: 2" instead of 134". 9. Diameter Hinge Barrels: 4" 
inner barrels and 5" outer barrels, lestend of 3"to 4". 10. Width hinge 

934" instead of 9". 11. Thickness hinge body, 234" instead of 
2". 12. Clear opening height, 8014" instead of 78". 13. ‘Cleas opening 
width, 33" instead of 32". 14. Overall height, 10614" instead of 98". 
15. Overall width, 80%<" instead of 64". 16. Yale combination jocks 
instead of a private brand. 17. Weight 20,000 Ibs. instead of 1 
to 16,000 lbs. 


THE NATIONAL one AND LocK COMPANY 


Established 1883—45 years ago. New York Office Chicago Office Los Angeles Office 
General Offices—2345 East 69th St. 388 Broadway Tower Bldg. Baldwin & Burke Safe Co. 
Works—East 69th to 70th St. & Pennsylvania R. R. 6 N. Michigan Ave. 1429 S. Los Angeles St. 


CLEVELAND, U. S. A. SALES ENGINEERS QUICKLY AVAILABLE IN ALL PRINCIPAL CITIES 


—<— > ; * The National Safe and Lock Co. 
SaaESSe ay | This Book 2345 East 69th Street, Cleveland, Ohio 


‘tee | FREE 
Guarantee A Please send me your FREE book on National Bank Vault Doors and full infor- 


of Satiefaction . 
If you are planning | mation on the subjects I have checked below. 
to buy a new vault 


equip- || O)Daylight Robbery OVault Linings OGrille Partitions 
ment, this book con- 
| tains facts of vital Deposit Boxes [Vault Systematizers Chests O Vault ‘Lockers 
importance to you. 
Our 44 years of ex- 
perience are at your 
service. 


Clip and mail this coupon now 


When writing to advertisers please mention the American Bankers Association Journal 
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Tellers Fear No Overdrafts 


when Checks are Whisked to Bookkeepers 


by Pneumatic Tubes 


ELLERS usually have good 
memories but memories can’t 
always be trusted. In present day 
banking it is impossible for tellers 
to keep an up-to-the-minute check on 
every customer’s account. They need 
a quick and easy method of com- 
munication for securing this informa- 
tion, for verifying checks, securing 
balances, getting certifications. 
Lamson Baby Pneumatic Tubes 
make last-minute account informa- 
tion available to every teller. In a 


flash they take questionable checks 
to the bookkeepers for approval. Be- 
fore the money can be counted the 
check is back, marked by the book- 
keeper. Tellers fear no overdrafts 
with this swift means of communica- 
tion. 

A Lamson Sales Engineer will 
gladly point out to you what Baby 
Tubes can do in your bank—how 
easy they are to install and why 
their cost is so moderate that you 
cannot afford to be without them. 


THE LAMSON COMPANY, SYRACUSE, NEW YORK 


LAMSON 
BABY TUBES 


Put Your Bookkeepers at Your Teller’s Elbow. 


A typical central sta- 
tion in the bookkeep- 
ing department. 


When writing to advertisers please mention the American Bankers Association Journal 
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German Dollar Bonds and 


Reparations Revision 


By MAX WINKLER 


New Reparations Settlement Seen as Having Little Immediate 
Effect on Market Position of German Securities Outstanding 


in United States. Course of Money Rates in This Country Is 


FTER more than four years 
of fighting, the greatest cata- 
clysm the world had_ ever 
seen came to an end. Hostili- 

ties ceased—at least officially—with the 
signing of the Armistice on November 
11, 1918. Germany having lost the war, 
was asked to pay. The amount was to 
be fixed by a committee especially ap- 
pointed for that purpose, and the exact 
sum was to be submitted to the creditors 
of Germany by May 1, 1921. The total 
was placed at 132,000,000,000 marks 
(gold), or $31,416,000,000, plus certain 
claims which the Belgians submitted, 
aggregating $1,338,512,000, or a total 
of $32,754,510,000. There being no 
alternative, Germany undertook to pay 
the price for having lost the war. 

Thus began one of the most spectacu- 
lar events in the annals of finance, viz., 
the incessant manufacture of paper 
notes and their sale at whatever price 
they would command. Marks in circula- 
tion reached fantastic figures. The 
printing of notes continued as long as 
a market could be found, regardless of 
price. The inevitable result was the 
catastrophic decline in the value of the 
mark from 4.20 to the dollar to four 
trillion two hundred billion to the dollar. 

Germany seemed hopelessly bankrupt. 
The invasion of Germany did not bear 
fruit. The adventure was costly to both 
Germany and the invaders. Then fol- 
lowed the adoption of that historic docu- 
ment known as the Dawes plan. Ger- 
many was asked to pay annually during 
the first four years begining September 
1, 1924, sums varying from 1,000,000,000 
marks to 1,750,000,000 marks. For the 
fifth year, the so-called standard, or 
normal year, and for each subsequent 
year, the annuity was fixed at not less 
than 2,500,000,000 marks. Payments 
were to continue indefinitely. 


Creditors Were Bankers 


PAYMENTS provided by the Dawes 
plan were strictly adhered to by 
Germany, but, upon careful analysis of 
the nature of payments, it will be found 
that the Reich’s creditors were simul- 
taneously the Reich’s bankers. Funds 
to pay reparations were furnished by 
the very nations to whom payments were 
made, and, true to form, Uncle Sam 
was holding the bag. We commenced to 


Believed Chief Factor in Future Values of Issues Now Held. 


Sentimental Only 


wit over $1,000,000,- 
000 of German securi- 
ties held in this country 
the question naturally 
arises as to what will be 
the effect of the Young 
plan for the settlement of 
the reparations questions 
upon these loans. In the 
accompanying article the 
author presents the argu- 
ment that only a_ senti- 
mental reaction can be ex- 
pected in prices on the 
theory that German issues 
are feeling the same pres- 
sure that has been expe- 
rienced by other long term 
securities, namely depres- 
sion in the bond market. 
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grow uneasy. Borrowing from Peter 
in order to pay Paul, while simplifying 
financial transactions, could not be 
carried on indefinitely. Again, a con- 
ference was called and experts selected. 
Thus has come into being a new repara- 
tions adjustment, and it was once again 
an American, in the person of Owen D. 
Young, who has given the plan a name. 

The Paris agreement is now being 
hailed as one of the most constructive 
happenings since the war, just as the 
Dawes plan was, at the time of its 
adoption, regarded as the most con- 
structive event since the war. On both 
occasions, the contention was correct. 
On both occasions, we were given what 
we had been anxiously looking for. 
Fundamentally, the Dawes plan was not 
quite so easily workable as some enthu- 
siasts were inclined to advise us. Psy- 
chologically, it was decidedly effective. 
Fundamentally, the Young plan will 
likewise prove difficult. Psychologically, 
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its effects cannot be underestimated. It 
will doubtless work for a time, because 
the creditors of Germany will so desire. 


Additional Loans Likely 


HE French debt in 1871 was dis- 

charged largely through the flotation 
of a loan underwritten by German banks 
and absorbed to a considerable extent 
by German investors. The German an- 
nuities, as defined by the 1924 agree- 
ment, known as the Dawes plan, were 
discharged almost exclusively through 
the flotation of loans underwritten by 
banks in creditor countries, and absorbed 
to a very appreciable extent by nationals 
of creditor countries. 

A careful analysis of Germany’s pay- 
ments to, and her borrowings from, the 
Allies, discloses that, for the first four 
years during which the Dawes plan was 
in operation, i. e., from September 1, 
1924, to August 31, 1928, Germany con- 
tracted, by way of foreign loans and 
credits, $1.84 for every dollar paid on 
account of reparations. Of Germany’s 
foreign borrowing, the United States 
absorbed a considerable portion. The 
aggregate of German external loans, 
issued and publiely sold in this country, 
in behalf of the German Government, 
states, cities and corporations, up to 
December 31, 1928, aggregated $1,150,- 
690,000. 

The recently concluded reparations 
agreement calling for annuities aver- 
aging close to $500,000,000 a year, of 
which about $160,000,000 must be paid 
unconditionally, will doubtless call for 
additional loans to Germany. As mat- 
ters stand today in the Reich, it would 
seem difficult to raise funds on any ap- 
preciable scale. The recent attempt to 
sell a 300,000,000 reichsmark loan with- 
in Germany yielded only 59 per cent, or 
177,000,000 reichsmarks. The proceeds 
were to be employed toward relieving 
the existing stringency in the Federal 
finances and toward enabling the gov- 
ernment to meet its commitments for 
the month of June. 


Bond Market Difficulties 


NSWERING the critics of the gov- 
ernment’s making the flotation 
“when the domestic situation was any- 
thing but auspicious,” Dr. Rudolf Hil- 
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ferding, Minister of Finance, told the 
Reichstag budget committee that “for 
reasons connected with reparations, we 
were unable to get a loan abroad, and 
as we were in urgent need of funds to 
cover the 120,000,000 marks advanced 
to us by the Berlin banks, we decided 
to offer the German people a loan which 
we believe would be attractive.” 

We find it difficult to explain why the 
government considered the issue which 
took the form of a 7 per cent loan, 
exempt from the existing 10 per cent 
coupon tax, and offered at 99, attrac- 
tive, when already outstanding equally 
high-grade German issues are quoted in 
Germany at much more attractive levels, 
even if allowance is made for the 10 
per cent tax referred to abovc. 

A list of a few representative bonds 
will illustrate this point: 

Yield, 
Price Per Cent 
9.31 
9.59 
9.35 


9.61 
9.99 


Issue 
German Government 6’s, 1935 
Bavarian 5’s, 1933* 
Saxony 7’s, 1930 
Thuringia 7’s, 1952........... 
Berlin 
*Repayable at 110. 


The present market for German issues 
within Germany appears, therefore, to 
be such as to render it difficult, if not 
impossible, to successfully float German 
fixed income-bearing securities. In our 
own market, the situation is not very 
much different. Owing to prevailing 
high money rates and the apparently 
incessant demand for common stocks or 
for bonds with speculative possibilities, 
irrespective of how remote or even 
imaginary such possibilities may be, the 
successful placement of straight invest- 
ment bonds without conversion or par- 
ticipation features is well nigh im- 
possible. The marked decline in the 
price of bonds bears ample testimony to 
the above contention. In other words, 
the difficulty of successfully placing a 
foreign loan is not to be attributed to 
loss or lack of confidence in foreign loans 
as such, but must be ascribed primarily 
to existing conditions in the market for 
all fixed income-bearing issues. How 
then are German reparations going to 
be commercialized? 


A Satisfactory Record 


question was raised after 
the adoption of the Dawes plan. In 
1924, however, the difficulties were pure- 
ly psychological. Our investors still 
remembered ‘vividly the losses they had 
suffered as a result of the heart-rending 
deterioration and ultimate collapse of 
the mark. Today, the difficulties are of 
a technical nature and a change in that 
direction would have to precede foreign 
borrowing in general, and German bor- 
rowing in particular. 

Despite the controversy over the out- 
come of the Paris Conference, American 
bankers who have been identified with 
German financing continued to assure 
the investing public that, fundamentally, 
German loans would not be affected 
even in the event of failure on the part 
of the experts to reach an agreement, 
and that a favorable soluticn of the 
reparations problem should tend _ to 


improve the market for German issues. 
It should, however, be emphasized that 
the monetary situation has been, and 
continues to be, the prime reason for 
the weakness in the bond market in 
general. It is especially significant to 
find that the market for German bonds 
has been subject to much less recession 
than the bond market as a whole. The 
accompanying table shows the position 
of German loans floated in this country. 
It will be noted from the table that 
the aggregate value of all German bonds 
publicly offered in the American market, 
on the basis of quotations on December 
31, 1928, was $1,095,308,875, as com- 
pared with an aggregate value on the 
basis of the issue price of $1,095,504,485, 
a decline of less than two-hundredths of 
1 per cent. In other words, if our in- 
vesting public had purchased $1,000 par 
value of every German bond offered here 
at the time of issue, and had retained 
his bonds till December 31, 1928, his 
return would have averaged well over 
7 per cent per annum, and his principal 
would, by the end of 1928, show a 
shrinkage of only seventeen cents per 
bond—a record much more satisfactory 
than that shown by any other bond 
group, either foreign or domestic. 


ine summing up, it may be stated that 
while the satisfactory settlement of 
the reparations problem may have a 
favorable effect upon already existing 
German issues, such effect will be large- 
ly sentimental in nature. Moreover, it 
will in all probability apply only to such 
German issues as have declined to levels 
which did not appear to compare favor- 
ably with other bonds of equal quality. 
Inasmuch as our investing public seems 
satisfied as regards the fundamental 
soundness of most of German loans 
which have so far been placed here, 
quotations will depend to a very large 
extent upon prevailing monetary condi- 
tions. 

With time money ruling between 8 
and 9 per cent, and with call money rates 
averaging well over 7 per cent, it is 
obvious that German bonds, irrespective 
of quality, cannot be expected to be 
quoted at prices at which the yield is 
appreciably below the above figures. 
Had the depression in the bond market 
been confined only to German loans, we 
should naturally incline to ascribe it to 
the existing uncertainty as regards 
Germany’s future, and _ should con- 
sequently expect a marked enhancement 
in quotations following the clarification 
of such uncertainty. However, since the 
weakness applies to the bond market 
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in general, a change can and will occur 
only if the above mentioned causes for 
the existing weakness are eliminated. 


Exports of Capital 


Gone American money market exported 
a net of about $226,000,000 of short- 
term capital in 1928, along with its huge 
net export of long-term capital, accord- 
ing to a special survey conducted by the 
Department of Commerce in conjunction 
with the Federal Reserve Bank of New 
York. This net result was accomplished 
by an increase of $111,000,000 in Amer- 
ican short-term funds abroad and a de- 
crease of $115,000,000 in foreign short- 
term funds in the United States. 
Outstanding developments disclosed by 
the survey were: The small amouni of 
foreign funds in brokers’ loans; the net 
outflow of short-term capital, despite the 
sharp rise in interest rates here in the 
second half of 1928; the fact that the 
United States was a debtor nation, on 
short-term account, to the extent of about 
$1,638,000,000 net, at the end of 1928; 
a decrease of $270,000,000 in foreign 
holdings of Treasury certificates, and the 
fact that foreigners held over $500,- 
000,000 in American acceptances. 


Convention Calendar 


STATE 
ASSOCIATIONS 


Montana 
Wyoming 
Indiana 
Arizona 


PLACE 
Billings 
Lander 
Evansville 
Phoenix 


DATE 
July 19-20 
Aug. 30-31 
Sept. 11-12 
Nov. 8-9 


OTHER 

ASSOCIATIONS PLACE 
National Association of 
Supervisors of State Banks 
San Francisco, Cal. 
Pacific and Rocky Moun- 
tain Regional Trust Con- 
ference, Trust Company 
Division, A. B. A. and 
Trust Company Section 
Utah Bankers Association 
Cgden, Utah. 
38 American Bankers Assn. 
San Francisco, Cal. 
International Thrift Con- 
gress. London, England. 
2 Financial Advertisers’ 
Assn. Atlanta, Ga. 
Fifth Mid-Continent Trust 

Conference, A. B. A. 
Detroit, Mich. 


DATE 
Sept. 24-26 


Sept. 25-27 


Sept. 30-Oct. 
Oct. 7-11 
Oct. 30-Nov. 


Nov. 7-8 


GERMAN LOANS IN UNITED STATES 


Amount 
(Par Value) 


$297,850,000 
13,500,000 
301,350,000 
236,075,000 
301,915,000 


“$1,150,690,000 


Government, states 
municipals 

Religious institutions 

Financial institutions 

Public utilities.............. 

Industrials 


*Denotes depreciation per $1,000 bond, 


Appreciation 
per $1,000 
Bond 


$63.78 
35.56* 
63.62* 


1.68 


Value at 
Dec. 31, 1928 
Price 


Value at 
Issue Price 


$278,598,520 
13,035,000 
288,622,090 
222,062,250 
293,186,625 


$1,095,504,485 


$297,594,875 
12,555,000 
269,451,000 
222,005,000 
293,703,000 


$1,095,308,875 


78% 
92 
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q pen Sesame’ 
pee magic words to freedom 


Ali Baba hidden in the bushes heard the chief of the 
Forty Thieves open the door to their cavern with 
magic words. Trying it himself, he found that it 
worked and afterwards enriched himself with the gold 
and precious stones stored therein. Such miracles 
occur only in the tales of Arabian Nights. 


But Diebold has developed an emergency escape for 
bank vaults that opens as quickly and with as little 
effort as this magic door. This Vault Ventilator 
Emergency Escape serves as an escape, as an emer- 
gency entrance and as a ventilator. It entitles the 
bank with vault so equipped to the lowest burglary 
insurance rate. It may be installed when your new 
vault is built or in your present one. Send for com- 


plete information. 
We will be glad to send you 


DIEBOLD SAFE & LOCK CO., CANTON, OHIO a bulletin fully descriptive 


Represented in leading cities in U. S. A. and Canada on request. 


DIEBOLD3SAFE 


ASK. YOU R. BAN KCE R. 
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In Monroe equipped banks, vacations 
and sick leaves do not result in upheaval 
and lowered efficiency with their inevitable 
worries and errors. 


For in these banks any clerk or book- 
keeper can immediately become a tempo- 
rary operator with no break in routine. 


This is possible because the Monroe 
Adding-Calculator is designed to handle 
every type of calculation with such operat- 
ing simplicity that only a few minutes are 
required to master its principles. 


This simplicity is but one of many 
Monroe features that are saving time and 
money in banks, both savings and com- 
mercial, throughout the country. 


Investigation of these by testing your 
actual work on the Monroe involves no 
obligation. 

The Monroe representative in your 
locality will gladly show you how this 
machine may be applied to the figuring of 
interest, average daily balance, foreign 
exchange, float, analysis, bond amortiza- 
tion and statistics. 


MONROE 


HIGH SPEED ADDING-CALCULATOR. 
The Machine for Every Desk 


MONROE CALCULATING MACHINE COMPANY INC-ORANGE: NEWJERSEY 


When writing to advertisers please mention the American Bankers Association Journal 
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Chicago Gets a Call Money Market 


REAT developments have been 

brought about during the last 

few years in making Chicago a 
financial market of importance compar- 
able to its other business institutions. 
The nearer home business institutions 
can be financed the better it is for these 
business institutions, therefore, in the 
development of the Chicago financial 
market it means giving the industries 
of the Middle West a helping hand which 
has a practical value. 

As a part of this financing machinery, 
the brokers of Illinois have been serious- 
ly handicapped as compared to the bro- 
kers of New York because the laws of 
New York permit lenders of money to 
charge brokers more than 7 per cent on 
demand loans. 

As long as the call rate in New York 
is not more than 7 per cent, it makes no 
difference, but as soon as the New York 
call rate went above 7 per cent (which 
is a time of scarce money) the lenders 
of money in Illinois naturally sent their 
surplus cash to New York, where they 
could take advantage of the higher rate. 
This means that at a time when money 
was hardest to borrow the brokerage 
business of Chicago was _ specifically 
penalized on account of the limitations 
of the laws of the state. 


Will Help Business 


N other words, the old Illinois law 
worked to the advantage of New York 
and against Illinois. It is an accepted 


By IVAN WRIGHT 


economic fact that any factors that hold 
down or hurt the financial machinery of 
a community in turn handicap the com- 
merce and industry of that community. 
Therefore, a change in the Illinois law 
to conform to the New York law will 
help business generally as well as those 
in the financial field in Illinois. 

The change will hurt no one. It pro- 
vides for an exception from the 7 per 
cent limitation on all loans that are de- 
mand loans of at least $5,000 and appli- 
cable only to the brokerage business. 

The brokerage business is peculiar to 
an extent that any one in it may need to 
borrow large sums for very short peri- 
ods of time, sometimes for only part of 
a day. The yearly rate on which such 
loans are figured is of less importance 
to the borrower than the yearly rate ap- 
plicable to longer term loans such as 
might be necessary in the conduct of com- 
mercial and industrial establishments. 


Many Advantages 


HE new Illinois Jaw is now effective. 

Some of the advantages of removing 
call loans in the Chicago markets from 
the restrictions of the state usury laws 
may be summed up as follows: 

Under the new law money rates will 
be adjusted quickly to supply and 
demand and this flexibility it is expected 
will draw money to the Chicago market 
from all corners of the country. 

Needs for money wili be satisfied at 


market rates as quickly in Chicago as in 
New York. 

Surplus funds of banks, corporations 
and individuals can be loaned in Chi- 
cago as readily as in New York. 

Chicago bankers, investors, traders 
and business men will be placed on a fair 
competitive basis with New York in the 
matter of demand and supply for money. 

The drain of money from the Middle 
West to New York will be largely cor- 
rected when the Chicago call money 
market is properly developed. This may 
not be done in a few weeks or months 
but over a period of years there is no 
reason why the Chicago market should 
not function as smoothly and intelligent- 
ly as that of New York. It is a large 
task in finely balancing financial condi- 
tions as indicated by the following quo- 
tation from Dr. Bartow Griffiss’ Study of 
the New York Call Money Market: 

“The Stock Exchange Clearing Cor- 
poration attempts to fix the renewal rate 
with due consideration to—all the factors 
which are shown to affect the supply of 
funds available for the call money 
market, and hence the interest rate for 
call loans. The rate is fixed by the 
Stock Clearing Corporation in conjunc- 
tion with some of the members of the 
governing committee of the Stock Ex- 
change. This rate is so accurately and 
justly fixed that it is followed by nearly 
all borrowers and lenders of money upon 
the Stock Exchange market. The reason 

(Continued on page 89) 


When Customers Object to the Service Charge 


charge if the reasons therefor are 
lucidly explained to them. A detailed 
explanation in effect takes the customer 
into the confidence of the bank and re- 
veals to him how it makes—or loses— 
money on his account, and he likes this 
confidence. 

The First National Bank of Boston 
has the following method of explaining 
things to doubting customers: 

“The subject of item costs has received 
the careful attention of several members 
of our organization and as a result of 
our studies we have arrived at the fol- 
lowing theory: 

“In the first place, a bank has a cer- 
tain number of accounts on its books. 
For each account it is required to main- 
tain a name on its ledgers, furnish a 
monthly statement and provide for the 
deposit and withdrawal of funds. Allow- 
ing each account a minimum of activity, 
say two entries per month, it is found 
that it would be necessary to have at 
least one or two bookkeepers, one teller, 
one statement clerk and one proof clerk. 
These people would require a minimum 


USTOMERS usually may be satis- 
fied of the justice of a service 


amount of space and certain equipment. 
By taking the total expense of this skel- 
eton organization and pro rating it 
among all the accounts we arrive at a 
base cost for each account. 


66 HIS theoretical minimum of activ- 

ity is, of course, not realized, and 
additional help, space, equipment and 
supplies are required to care for the reg- 
ular amount of business. Consequently 
there arises an activity cost over and 
above the base cost and this activity cost 
may be found by figuring the total cost 
of any one department and deducting the 
amount used in calculating the base cost, 
after which the difference should be di- 
vided by the number of items above 
the minimum activity to arrive at the 
per item activity cost. In figuring the 
cost of a department only the clerical 
salaries, rent, supplies, depreciation on 
equipment and few special items such as 
telephone, postage, supper money, etc., 
should be included. 

“We next come to the distribution of 
overhead. In any bank there are two 
primary sources of earning power or in- 
come producing funds. First is the capi- 


tal and surplus put up by the stockhold- 
ers, the second the deposits left with the 
bank. When a business of any sort is 
undertaken, those initiating it expect to 
put up certain funds with which to sup- 
ply a place of business, a capable man- 
agement, necessary advertising, and 
probably a reserve for contingencies. In 
other words, the stockholders expect to 
furnish a number of essentials and look 
to the ordinary course of business aris- 
ing therefrom for their returns and for 
a reasonable expansion program. That 
is to say, the earning power of their 
money will provide the foundation and 
good will of the enterprise, while the 
volume and conduct of business will pro- 
vide the profit. If we apply this theory 
to a bank, it seems reasonable to assume 
that a great many expenses may be 
charged to the income from the capital 
and surplus, which should be expected to 
earn at about the same rate as the rest 
of the bank funds. 


66 ie a cost is being computed for han- 

dling checks, it is rather stretching 

a point to include in that figure part of 
(Continued on page 20) 
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BANKING 
Edited by H. Parker Willis and Ben- 


FOREIGN SYSTEMS. 
jamin H. Beckhart. Published by 
Henry Holt & Co., New York. 1305 
Pages. Price $7.50. 

Concise descriptions are presented of 
the banking systems in Australia, Aus- 
tria, Belgium, Canada, Denmark, France, 
Germany, Holland, Italy, Japan, Nor- 
way, Russia, South Africa, Sweden, and 
the United Kingdom. An analysis is 
made of the nature and development of 
the monetary system, the credit system, 
commercial and savings banks, the 
method of foreign exchange, and other 
phases of the banking system of each 
country. 


MAKE EVERYBODY RICH—INDUS- 
TRY’S NEW GOAL. By B. A. Javits 
and C. W. Woods. Published by B. C. 
Forbes Publishing Co. New York. 
300 pages. 

A history of American industry writ- 
ten from the economist’s point of view. 
Coordination in industry is suggested as 
the next step in the improvement of the 
economic structure. Modification of the 
anti-trust laws to clear the way for 
beneficial monopolies and combinations 
is proposed in the interest of the elim- 
ination of waste and expensive competi- 
tion, to the end that higher wages might 
be paid with resultant increased mar- 
kets for manufactured goods. 


ACCOUNTING BY MACHINE METH- 
ODS. By H. G. Schnackel and Henry 
C. Lang. Published by the Ronald 
Press Co., New York. 563 pages. 
Price $7.50. 

The aim of the book is to assist ac- 
countants in the proper and effective 
application of mechanical accounting 
devices to accounting conditions, and to 
provide them with efficient machine 
methods that will conform in principle 
to good accounting practice and yet 
meet the practical accounting require- 
ments that are found in many classes 
of business. It is intended to serve ac- 
countants as a guide in making account- 
ing machinery installations, from the 
first preliminary survey to the devising 
and operating of a complete system of 
machined records. 


BANK CHECKS AND BANK DE- 
POSITS, How to Use Them. By W. 
R. Morehouse, Vice-President, Se- 
curity-First National Bank of Los 
Angeles. Published by Southern Cali- 
fornia Printing Co., Los Angeles, Cal. 
91 pages. 

This little book is chock full of in- 
formation that all depositors should 
know. It describes in an interesting 
way things with which bank customers 
are familiar but about which they fre- 
quently have wholly erroneous ideas and 
which often lead to misunderstandings 
between banks and depositors. 


New Books for Bankers 


WALL STREET AND WASHINGTON. 
By Joseph Stagg Lawrence, Prince- 
ton University. Published by Prince- 
ton University Press, Princeton, New 
Jersey. 468 pages. Price $5.00. 

A cold-blooded analysis of Federal 
reserve policies and the attitude of the 
Federal Reserve Board toward the stock 
market. Without mincing words, the 
book assails the present theories of Fed- 
eral reserve administration and presents 
arguments for a new attitude on the 
part of the system toward banking and 
business. 


THE HANDBOOK OF CORPORATE 
MANAGEMENT AND PROCED- 
URE. By Earl A. Saliers, Ph. D. 
Published by McGraw-Hill Book Co., 
New York. 1228 pages. Price $7.50. 
The purpose of the book is to provide 

ready reference to such facts as are 
needed in handling the everyday prob- 
lems that confront all who are con- 
cerned in corporate affairs. With a 
view to providing such facts the ma- 
terials included have been selected with 
reference to applicability to the more 
common problems that arise in the con- 
duct of everyday affairs of corporate 
business. These concern such matters 
as meetings of stockholders and di- 
rectors, the adequate handling of stock 
issues, the payment of dividends, the 
finarfcing of working capital require- 
ments, the issuance and routine treat- 
ment of bon’s, the transfer of capital 
stock, the efficient employment of the 
investment in capital assets and the 
operation of voting trusts. 


A PICTURE OF WORLD ECONOMIC 
CONDITIONS AT THE BEGINNING 
OF 1929. PART II. Published by the 
National Industrial Conference Board, 
New York. 253 pages. Price $2.50. 


The book contains original articles 
especially prepared by foreign corre- 
spondents of the National Industrial 
Conference Board, including Sir Arthur 
Balfour and Reginald McKenna for 
Great Britain; from M. Franz von Men- 
delssohn for Germany; from Henry de 
Peyerimhoff for France; Signor Antonio 
Stefano Benni for Italy; Georges 
Theunis for Belgium; Sir Henry W. 
Thornton for Canada, and Baron Ta- 
kuma Dan for Japan. 


HANDBOOK OF FINANCIAL MATH- 
EMATICS. By Justin H. Moore, 
Counsellor on Economie Conditions, 
Irving Trust Co., New York. Pub- 
lished by Prentice-Hall, Inc., New 
York. 1216 pages. Price $10.00. 


Methods are outlined by which finan- 
cial calculations may be made rapidly 
and easily. The book provides formulas 
whereby caluculations are reduced to 
three steps; reference to the proper 
formula, substitution of known values 
and the solution by means of simple 
arithmetic. Each point is illustrated 
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with practical problems and tables are 
provided so that simplified values may 
be used directly. 


AMERICAN BANKING PRACTICE. 
By William H. Kniffin, Instructor in 
Banking Practice, New York Univer- 
sity. Published by McGraw-Hill 
Book Co., New York. 385 pages. 
Price $3.50. 


A treatise on the practical operation 
of a bank, intended for students, bank 
employees and others who would know 
of the conduct of a bank under recog- 
nized American practice, with which is 
combined the negotiable instruments 
law, uniform in all states. 


THE FINANCING OF BUSINESS 
ENTERPRISES. By Avard L. Bishop, 
Professor of Business Administra- 
tion, Yale University. Published by 
Harper and Brothers, New York. 607 
pages. Price $5.00. 

The author has undertaken to bring 
together in a single volume of usable 
size the essential theories, facts and 
procedure in the financing and opera- 
tion of business enterprises, ranging in 
organization from the proprietorship, at 
the one extreme, to the so-called super- 
trust—a relatively recent development 
in the field of big business—at the other. 


COMMODITY EXCHANGES. By Ju- 
lius B. Baer and George F. Woodruff. 
Published by Harper & Brothers, New 
York. 319 pages. Price, $5.00. 


The book offers a description of every 


‘ phase of the operation of commodity 


exchanges and their place in the com- 
mercial world. The factors common to 
the various exchanges—rubber, silk, cot- 
ton, grain, metal—the ways in which 
they differ, and the advantages they of- 
fer to individuals dealing in these com- 
modities are explained. The workings of 
the future contract and the difference 
between the cash and future markets are 
explained. The need for the future con- 
tract in modern distribution, how it 
should be used by dealers, manufactur- 
ers and others, and its possible evils and 
how they have been obviated, are dis- 
cussed. 


STATE BANKS AND THE FEDERAL 
RESERVE SYSTEM. By Charles E. 
Tippetts, Ph.D. Professor of Eco- 
nomics, State University of Iowa. 
Published by D. Van Nostrand Com- 
pany, Inc., New York. 382 pages. 
Price, $4.00. 

A description of the problems arising 
from state bank and trust company 
membership in the Federal Reserve Sys- 
tem which considers both the advantages 
of membership and the objection raised 
to entering the System. The story of 
the Reserve System through its fifteen 
years of life is studied analytically, the 
author pointing out the accomplishments 
and their benefits to banking as well as 
the defects that have developed. 
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This is Number Six of a series of advertisements bearing the general title, “Before the Age of Electricity” 
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JANGLING BELL, proceeding slowly down the street, 

was once a sign of progress and “rapid transpor- 
tation.” <» Today the horse-car has a place only as a 
feature in a humorous motion picture or as an exhibit 
in a museum. ~} The words “rapid transit” have taken 
on a new meaning in the Age of Electricity. 


The secret of the growth of Electric Power 
and Light Companies lies in the fact that 
they typify the progress of American life 


You'll find much of interest and share to a high degree in its benefits. 
inour booklet, Ideal In- 
vestment.” which tals why Their bonds, because of this, are the ideal, 


Ash for Booklet T-55. please 


THOMPSON ROSS & Co. 


ESTABLISHED 1912 


Underwriters and Distributors of Public Utility, 
Industrial, and Municipal Securities 
NEW YORK Bank Floor - 29 South La Salle Street BOSTON 


CHICAGO 
Telephone Randolph 6380 


SAN FRANCISCO 


Copyright, 1926, T. R. & Co. 
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Property and Earnings 


No keen analyst ignores the effect 
of property changes and property 
fixed charges upon financial status 
or earnings. Instead, before financ- 
ing or before investing, he relies 
upon American Appraisal Service 
for a complete analysis that will 


reflect property values and charges. 


THE 


AMERIGAN APPRAISAL 
GOMPANY 


Atlanta Cincinnati Kansas City New York St. Louik 
Baltimore Cleveland Los Angeles Philadelphia Syracuse 

Boston Dallas Milwaukee Pittsburgh Tulsa 

Buffalo Detroit Minneapolis San Francisco Washington 
Chicago Indianapolis New Orleans Seattle Berlin, Germany 


A NATIONAL ORGANIZATION 


When writing to advertisers please mertion the American Bankers Association Journal 
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Prosperity Pays the Doctor 


By GEORGE E, ANDERSON 


Sickness Causes Enormous Annual Drain on Savings Accounts. 
Economic Loss to Nation from Preventable Illness Estimated 


at Twenty Billion Dollars Yearly. 


Waste Resulting from the 


Lack of Proper Medical Service Directly Affects Prosperity. 


NE of the most commonly as- 
cribed causes for the with- 
drawal of savings bank de- 
posits in banks all the way 
from Maine to Texas and from Miami 
to Seattle is the necessity of meeting ex- 
penses for sickness. Such is the common 
experience of bankers, and back of it 
seems to be the common lot of mankind, 
yet scarcely one banker in a hundred 
gives any thought to the possibility of 
avoiding this loss to the bank and to the 
community. It seems to be taken as a 
matter of course that such losses are to 
be accepted, and fortunate indeed is the 
family which has savings sufficient to 
meet the emergency when it arrives. 

The fact is that much of this loss can 
be prevented. The matter of sickness 
and the medical care and attention which 
are involved have been likened to the 
support of an automobile. The expenses 
involved may be divided into two classes. 
There is, first of all, the ordinary expense 
for ordinary upkeep. Paterfamilias can 
calculate more or less accurately what it 
costs for the ordinary support of the 
family bus. He knows in a general way 
what it costs for fuel and oil and for tire 
and other replacements due to ordinary 
use. Ordinarily these can be taken care 
of in the normal family budget. 

But in the second category of expenses 
comes the matter of accidents. Therein 
comes the strain on the family ex- 
chequer; the unexpected and unforeseen 
drain upon the savings account. Much 
of such extraordinary drain can be min- 
imized or avoided by care, by careful at- 
tention to traffic regulations, by careful 
driving, by the elimination of all reck- 
lessness. Much of the ordinary expense 
of maintaining a car can also be min- 
imized or eliminated by the proper care 
of the machine, by repairs in time, by 
proper housing, by care in lubrication, 
and so on. In the maintenance and care 
of the human machine there can be sim- 
ilar savings. Accidents are minimized 
or avoided nowadays by elaborate sys- 
tems of protection in industry, by “safety 
first” campaigns, by national and state 
public health services and all sorts of 
committees, plans and panaceas. All 
these plans, schemes and panaceas are 
nowadays also being applied in a realiza- 
tion of the fact that much of the ordi- 
nary illnesses of life, with all the eco- 
nomic waste they involve, can be min- 
imized or avoided by intelligent effort and 
the intelligent application of modern 
preventive medical practice. The savings 
which can be effected in this line—sav- 
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Health and 


Economics 


ANKING and business 

have just begun to real- 
ize the economic truth in 
the old adage that health 
means wealth. A movement 
is now on foot to investi- 
gate the cost of medical at- 
tention in relation to the 
price paid for disease by 
the worker in doctors’ bills 
and by industry and the 
community in losses to 
business. Both of these 
costs directly concern the 
banks where they are re- 
flected in the level of de- 
posits and in the drawing 
down of savings accounts. 


ings both economic and financial as well 
as in human suffering—are unbelievably 
enormous. 


Large Figures 


S a matter of fact, no one knows even 
by close approximation, what the 
economic waste in the United States 
caused by illness really is. Aside from 
the immense losses due to loss of wages 
and earning power which in themselves 
are an enormous drain upon the produc- 
tivity of the nation no one knows ex- 
actly what the cost of medical care in 
the country each year really is. A short 
time ago a “Committee on the Cost of 
Medical Care” was organized by some 
of the more prominent medical practi- 
tioners—public health officers, econo- 
mists and representatives of institutions 
specially interested in the matter under 
the presidency of Dr. Ray Lyman Wil- 
bur, then President of Leland Stanford 
University and now Secretary of the 
Interior, for the study of this one phase 
of the subject, and this committee has 
set up offices in Washington for syste- 
matic investigation on the basis of a 
five-year program. 
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Homer Folks, LL.D., Secretary of the 
State Charities Aid Association of New 
York, in an address before the Interna- 
tional Conference of Social Work in 
Paris in July last year estimated the 
annual cost of illness in the United 
States at $3,729,925,396, to which $700,- 
000,000 may be added as a revised esti- 
mate for expenditure for medicines, mak- 
ing a total of about $4,400,000,000. He 
also estimated that the loss of future net 
earnings on account of premature death 
due to illness at $12,000,000,000, making 
a grand total of nearly $16,500,000,000. 
Louis I. Dubin, statistician of the Met- 
ropolitan Life Insurance Company, es- 
timated in 1926 that the actual capital 
value of lives which can be saved annu- 
ally through modern preventive medicine 
is $6,000,000,000. These are large figures 
but it is probable that they are conserv- 
ative. 


Half the Loss Avoidable 


| eters 2,000,000 to 2,600,000 persons are 
disabled from illness all the time in 
the United States. On an average there 
are 500,000 patients in the hospitals of 
the United States all the time. The par- 
tially sick probably number 25,000,000 
all the time. Workers in industrial lines 
are ill on an average nine days per per- 
son per year. Dr. Folks estimates that 
the direct loss of wages or of income of 
the people of the United States each year 
as a result of incapacitating illness may 
be placed conservatively at $1,245,000,- 
000. The indirect loss due to non-inca- 
pacitating slight and chronic illnesses 
and not included in Dr. Folks’ schedule, 
although recognized by him as_ very 
large, is estimated by Dr. Moore as 
$2,000,000,000. Add the $6,000,000,000 
annual capital loss estimated by Dr. 
Dublin and we have over $22,000,000,000. 
No one pretends that such an estimate 
is correct or anywhere near correct. 
Most of it is theoretical and lies partly 
in the region of “what might have been.” 
It is realized in the struggles of widows 
and orphans for a livelihood, in the loss 
to communities of men and women cut off 
in their prime but whose loss has not 
yet been realized as economic as well as 
social and personal. After discounting 
all such losses, however, there remains 
an actual realizable loss,.a direct money 
loss, of perhaps somewhere between $6,- 
‘000,000,000 and $7,000,000,000. Most 
people accept this state of things as in- 
evitable, as a heritage of the race. The 
fact is that probably half of it is not. 
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Consider what this direct realizable 
loss is to each community. Assuming the 
direct realizable annual loss from illness 
in the United States at $6,500,000,000 
we have a direct realizable loss of nearly 
$55 per head of population. The loss of 
the 20,000,000 people of the metropolitan 
area of New York amounts to nearly 
$1,100,000,000 a year. The loss to a city 
of 500,000 population is $27,500,000. The 
loss to a city of 30,000 people is $1,650,- 
000. Half of this loss is avoidable, or, 
in other words, in a community of 30,000 
people $825,000 ought to go into or re- 
main in the savings banks which now 
goes out for useless, avoidable, economic 
waste, not to mention the human suffer- 
ing which goes with it. 


Not Merely Humanitarian 


OREOVER, this loss, this waste, 

bears upon the great middle class, 
the wage earner, the saving class. The 
rich bear their share of the burden—a 
greater share than properly belongs to 
them, economically speaking—while the 
very poor shift it mostly to the com- 
munity or to the medical profession. 

Nor is this cost distributed in such a 
way as to even up the burden in any 
degree. There is a small amount of sick- 
ness insurance carried by life insurance 
companies. Some great industries pro- 
vide medical service for their employees 
and occasionally for their families. Va- 
rious fraternal and social organizations 
maintain medical services for their mem- 
bers, some colleges and universities pro- 
vide such service for their students, and 
there are a few other means of meeting 
this cost. But all such agencies together 
are estimated by Dr. Folks to amount to 
no more than 6.2 per cent of the whole, 
while 93.8 per cent of the loss is borne 
by the sufferers themselves and their 
families—in other words, by the savings 
bank accounts. 

It is the incidence of this cost, this 
loss, upon the middle-class families of 
the land which is engaging the most se- 
rious attention of investigators. It seems 
impossible to arrive at any definite con- 
clusion as to the amount of money spent 
by the average family in the country 
upon medical care for the reason that 
such expenditures vary so greatly as be- 
tween various classes of people and va- 
rious parts of the country. Yet it is 
realized that until some more definite 
statistics on this point are secured it 
will be impossible to analyze the situa- 
tion in such a way that remedies for 
the present situation may be provided. 

Now, the first point to be made in a 
discussion of this subject is that one- 
third of the deaths occurring annually 
in the United States from illness are 
premature and preventable while a much 
larger proportion of the illness, certainly 
a half of the present rate of morbidity, 
as the medical men term it, can be 
avoided altogether. There are approxi- 
mately 700,000 or more persons in the 
United States sick with malaria each 
year, and malaria is a preventable dis- 
ease. The second point to be considered 
is that this preventable loss of life and 
energy by illness is not merely a humani- 


tarian matter. It is an economic matter 
of the highest importance to every com- 
munity in the country, a matter of pre- 
venting an economic waste and financial 
loss which affects every banking institu- 
tion in the land, not to mention every 
manufacturer, distributor, transportation 
interest, wholesaler, retailer or push-cart 
vendor. 


A Rising Tide of Protest 


F course, the first requirement for 

better things in this line is a 
strengthening of preventive measures; 
prevention is far better than cure even 
were it not true that-cure comes too late 
to avoid economic and vital waste. But 
both prevention and cure, to a large ex- 
tent, are involved in the matter of more 
adequate provision of medical attention 
and care for all people in the country at 
a cost within the ability of people to 
pay for it. 

One of the chief causes for unneces- 
sary illness and premature deaths lies in 
the expense of medical care, this being 
particulariy the case where expensive 
operations and the services of specialists 
are involved. All over the country there 
is a rising tide of protest against the cost 
of operations, serious illnesses, even the 
care of maternity cases, and yet it is 
doubtful if the income of a majority of 
the medical practitioners of the United 
States is adequate to maintain the stand- 
ard and number of personnel and the 
necessary high attainments in the pro- 
fession. Dr. Folks, in the address above 
quoted, estimates the gross annual in- 
come of qualified physicians and sur- 
geons at about $5,000 a year, which, on 
the basis of an education costing at least 
$10,000, seems small when the actual net 
return is calculated. 

On the other hand, the actual cost of 
adequate medical attention in great dis- 
tricts in the United States and among 
a great portion of the country’s popula- 
tion is such as to prevent adequate care 
of the ill and cause the distressingly 
large proportion of premature deaths 
and the immense economic loss due both 
to such unnecessary deaths and the ill- 
nesses which cause them. These costs 
weigh most heavily upon the middle 
classes of the population. The wealthy 
can pay; many of the poor do not at- 
tempt to pay. 

The practice of medicine in the United 
States as a result of such conditions is 
in the utmost confusion. What other 
business or profession permits a sliding 
seale of charges from $25 to $10,000 for 
the same service? And, withal, at so 
little profit to the practitioner? On the 
other hand, what chance has a man 
earning $2,400 a year faced with a med- 
ical bill of say $500 for the first six 
months of that year, not to mention 
thousands of cases of cancer or similar 
diseases which involve expenses running 
into the thousands of dollars in each 
case? 

One’s first thought is that perhaps the 
answer lies in insurance. One expects to 
pay for the ordinary upkeep of the old 
car but one insures against accidents. 
This might be an adequate answer if in- 
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surance against such risks in human life 
were practicable. But since data are lack- 
ing for the “incidence of morbidity,” for 
the average rate of risk of such diseases 
as cancer or other diseases involving ex- 
pensive operations, such insurance is im- 
practicable until we have enough knowl- 
edge of the matter to work out proper 
actuarial tables. 


A Three-Cornered Problem 


ITH complaints of the high cost of 
medical service on the one hand; 
with a complete lack of adequate facili- 
ties in great districts in the country, and 
with the medical profession as a whole 
inadequately supported, we have a three- 
cornered problem which indicates mal- 
adjustment of the medical profession and 
medical facilities to the needs of the 
country. It is in a readjustment of 
facilities to needs that relief must come. 
Undoubtedly the medical profession it- 
self is largely to blame for the present 
situation. Its professional individualism, 
its hide bound rules of professional ethics 
and the indisposition of its members to 
submit to rules which would make a 
more effective distribution of personne! 
possible, have done much to prevent im- 
provement in the situation. However, 
the chief cause of the present situation 
lies in the failure of the people of the 
country as a whole to recognize their 
social responsibilities as well as current 
economic waste in preventable illness and 
to organize agencies to effect the reform 
which is necessary. Herein lies both the 
duty and the opportunity of the business 
man. 

Great insurance concerns in the coun- 
try have been among the first to appre- 
ciate present day human and economic 
waste and have done much to minimize 
both. All over the country there is an 
increasing movement among great busi- 
ness interests, especially industrial con- 
cerns, to organize effective medical ser- 
vices for the care of their employees and 
eventually of the latter’s dependents. 

For example, there is the Endicott- 
Johnson Shoe Company whose 16,000 em- 
ployees form a large portion of the pop- 
ulation of one city and two towns in the 
State of New York. About ten years 
ago this concern employed one physician, 
one surgeon and two nurses as a sort of 
first-aid organization for service in its 
factories. The system was found so sat- 
isfactory that gradually the service was 
extended to include the entire medical 
care of its employees and later of their 
families. A medical center was estab- 
lished at a point easily reached by mo- 
tor car from all the communities in- 
volved in its industry, and in this center 
all employees and members of their fam- 
ily are given adequate medical care of 
all sorts, including all dentistry except 
expensive bridge work and a few excep- 
tional operations, all care of the eyes and 
similar service—in short, adequate care 
of the health of these industrial com- 
munities. The plant expanded, until in 
1922 it employed twenty-seven physicians 
and surgeons, fifty-one trained nurses 
and twelve other experts. 

The service costs the concern about 
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$400,000 a year, or an average of 
$25 per employee, or something like $10 
per capita. Since that time the number 
of people served has doubled while the 
cost has increased only about 75 per cent. 
The medical profession is properly sup- 
ported while the employees are properly 
eared for. This service is rendered at 
an average cost of one and a quarter 
cents per pair of shoes. The company has 
found that it has been a profitable ar- 
rangement, since it has led to less loss 
of time by illness, less loss by turnover 
of personnel, greater efficiency of em- 
ployees and increased earning capacity 
generally. 

Other industrial concerns have fol- 
lowed similar plans to a greater or less 
extent and with similar results. What 
can be accomplished by adequate care 
and attention also is illustrated by the 
experience of the Metropolitan Life In- 
surance Company of New York which 
has followed the plan or policy of main- 
taining a force of visiting nurses work- 
ing in cooperation with medical prac- 
titioners employed by the company in 
certain districts of the country, where 
medical facilities are inadequate, for the 
care of its policy holders and, to a cer- 
tain extent, for the care of the public 
health generally. 

The economic waste of the present sys- 
tem of caring for the ill in the United 
States is a matter of direct and prac- 
tical importance to the bankers of the 
country. In the large city banks employ- 
ing in some cases several thousand men 
and women the matter is of direct im- 
portance in the matter of their own per- 
sonnel. Some banks have already under- 
taken to correct the maladjustment of 
medical care in case of illness and pre- 
ventive care at all times between the 
medical profession and their own em- 
ployees and with very satisfactory re- 
sults. To most banks, however, the 
importance of the matter lies in its effect 
upon the business life of each community. 
Whether the economic loss of the country 
due to preventable illness is $5,000,000,- 
000 or $20,000,000,000 a year, the prac- 
tical effect of the incidence of illness on 
each bank’s depositors and its deposits 
cannot be ignored. The problem of the 
prevention of illness and of the proper 
distribution of the cost of illness where 
it occurs so as to prevent the financial 
ruin of many middle-class families in 
matters in which a proper distribution 
of risks and responsibilities are prac- 
ticable is not the least of the thousand 
and one problems the local banker must 
solve not only for the upbuilding of his 
community but for the practical pros- 
perity of his own institution. 


International Payments 


[ NTERNATIONAL transactions of the 
United States during 1928 totaled ap- 
proximately $21,000,000,000 as compared 
with $18,000,000,000 for the previous 
year. The excess of American merchan- 
dise exports over merchandise imports, 
amounting to $1,038,000,000, was the 
largest since 1921. 
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CALIFORNIA GROWS 


CLOSER to the REST 
of the COUNTRY 


Au MAIL and 


air passenger service, faster train service, 
improved transit service through the 


Federal Reserve System, a great move- 
ment of population here from all over the 
Atlantic and Middle Western States—all 
these have made Southern California 
closer, more familiar and more important 
to the rest of the United States. 


ECURITY-FIRST NATIONAL 
BANK OF LOS ANGELES 


Resources over 600 million dollars 


The great regional bank of the south- 
ern part of California, with a Branch 
system in principal cities from Fresno 
and San Luis Obispo south to the 
Mexican boundary. 


24-HOUR TRANSIT SERVICE with speeded- 


up communications over the bank’s system— 


The logical Southern California Banking 
Connection. 


NEW YORK REPRESENTATIVE 
PAUL K. YOST, Vice President 
52 Wall Street, New York City 


— 
Se 


66 AMERICAN BANKERS ASSOCIATION JOURNAL 


Bank of Italy— 


makes remarkable savings with 
National Posting Machines 


July, 1929 


ATIONAL POSTING MACHINES in 

the main banking rooms of The 

Bank of Italy produced three immediate 
results: 


1. Two windows were eliminated. 
2. Space was reduced 200 square feet. 


3. Two entries a minute were possible 
instead of one. 


The number of men required in the 
department was reduced by six. Instead 
of taking 45 seconds to a minute to 
handle a transaction the tellers with the 
help of the machines can 

record a deposit or with- 

drawal in 30 seconds. 


All of these results are in 
addition to the protective 
features of the system 


which give a safety for bank and deposi- 
tor never before possible. 


In the thirty seconds in which a transac- 
tion is handled three separate printed 
records of the deposit or withdrawal are 
made—all identically the same, all made 
at one operation. One record is printed 
in the passbook, one on the bank’s ledger 
card and one on a locked up journal sheet 
inside the machine. 


This protection plus the savings in oper- 

ating cost, in floor space, and in time have 
led to the installation of 
these machines in addi- 
tional branches of The 
Bank of Italy so that 36 
National Posting Ma- 
chines are now used by 
this institution. 


THE NATIONAL POSTING MACHINE 


Product of The National Cash Register Company 
Dayton, Ohio 


When writing to advertisers please mention the American Bankers Association Journal 
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The Condition of Business 


Industry and Trade Achieve New Records for the Half Year. 
Credit Expansion Has Been Arrested but Money Rates Remain 
High. Stock Market Is Stimulated by Favorable Earnings and 


Merger Developments. 


HE composite balance sheet of 

American business at the close of 

the first half-year reveals a 

strength and liquidity of position 
surpassing anything ever achieved in the 
past. All three of the mainstays of the 
present era of prosperity continue to 
give a good account of themselves, with 
the steel industry operating at the rate 
of 57,000,000 tons annually, and the auto- 
mobile industry aiming at an output of 
over 6,000,000 vehicles. Building con- 
struction has fallen only 12 per cent be- 
hind last year in spite of the scarcity of 
mortgage money. A score of other indus- 
tries of scarcely less importance have 
established new high production records 
in the period, and concern is even ex- 
pressed that output may overrun demand 
in certain lines, notably the textiles. Dis- 
tribution of commodities, however, is 
holding to a high level and the belated 
hot weather has resulted in a brisk move- 
ment of lighter weight apparel and other 
seasonable goods. Individual merchants 
who follow the style trend and operate 
along scientific methods need have no 
grounds for complaint, even against the 
competition of the chain store organiza- 
tions. 


The Money Rate 


ONEY rates continue abnormally 

high, and although the rising call 
rates of the mid-year are to be expected, 
and were aggravated by the huge volume 
of subscriptions to new issues of securi- 
ties, there can be found little hope for 
any material easing. Gold imports at- 
tracted to the United States by the high 
rates prevailing have served to stabilize 
money conditions for the present at least, 
but there seems to be a growing recogni- 
tion on the part of bankers that the 
credit expansion of last spring has been 
definitely arrested and should be held in 
check in the future. 

The composite income statement of 
American business also makes a highly 
favorable showing for the first half-year 
and this has served to give a stronger 
undertone to the stock market. Mergers 
in the public utility and industrial fields 
provide a stimulus to further speculation 
on the long side, while the outlook for 
railway earnings has been improved by 
the O’Fallon decision. Bond trading, 
however, is still under pressure and al- 
though the number of new offerings is in- 
creasing, the cost of floating fixed-income 
securities is almost prohibitive, as illus- 
trated by the yield of 5% per cent for 
the latest Treasury offering and over 7 
per cent on well-rated foreign bonds. 

The surprisingly high rate of activity 


in manufacturing this year is now 
showing up in the statistics that are 
available covering the first five months, 
with June estimated, and it is found that 
in no less than twenty-five major indus- 
tries there were apparently established 
new high records in the half-year just 
passed. These include pig iron and steel, 
automobiles and trucks, airplanes, motor 
boats, tires, crude petroleum and gaso- 
line, farm implements, machine tools, 
electrical apparatus, copper, plate glass, 
sulphuric acid, silk and rayon, cotton 
goods, clothing, newsprint, flour, bakery 
and dairy products, confectionery and 
cigarettes. 

Of the three industries that have for 
so long been the backbone of the present 
era of prosperity, the steel industry is 
still running full blast with an output of 
ingots 14 per cent ahead of last year and 
at the rate of 57,000,000 tons annually. 
Automobile and truck production records 
point to an output for the full year in 
excess of 6,000,000 vehicles, or one-third 
more than 1928, which was the previous 
best year. Building construction is 
hampered by the scarcity of mortgage 
money at reasonable rates and is down 
from 10 to 20 per cent below last year 
but maintains an enormous volume never- 
theless. 

Some industries, in fact, are running 
at a higher rate than is good for them, 
and unless production schedules are ad- 
justed to conform fairly closely with 
orders and shipments, then a surplus of 
product results with its attendant price 
cutting and elimination of profit-mar- 
gins. Textile authorities are warning the 
cotton goods mills that the present rec- 
ord-breaking operations are unwarranted 
and that unless the situation is corrected 
by a curtailment before long a depression 
in that particular branch of the textile 
industry is inevitable. A cheerful and 
possibly surprising development is the 
renewal of activity in American ship- 
yards, which have been practically idle 
since the war but are now enjoying a 
revival in construction as a result of the 
Jones-White law, passed in 1928, which 
grants extra compensation for carrying 
mails, also loans at low interest rates, in 
accordance with which a program of 
building more than a score of large 
ocean-going vessels is gradually getting 
under way. 


Warmer Weather Helps Trade 


i. the huge volume of goods being 
produced is finding its way into con- 
sumption is attested by reports from re- 
tailers as well as statistics of railroad 
freight movement. If the summer sea- 
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Bond Market Continues Depressed. 


son was late in arriving in nearly all 
parts of the country, certainly the hot 
weather of the past month has made up 
for its belated appearance, and retail 
sales are said to be brisk in all types of 
seasonable merchandise and particularly 
summer apparel. Wholesale trade is un- 
derstood to be satisfactory. 

Despite the speeding up of store turn- 
over and the disposal of seasonable mer- 
chandise which a month ago was giving 
concern to merchants whose shelves it 
filled, two troublesome factors persist in 
the field of selling to the ultimate con- 
sumer. The first is excessive competi- 
tion, and the second is the irregularity of 
conditions over the period of a year as 
well as over different parts of the coun- 
try. Many merchants in the smaller 
towns, and doubtless in the great cities 
also, do not yet seem to realize that mer- 
chandising methods have changed ma- 
terially during the last ten or fifteen 
years and that a store must keep up with 
the latest systems of purchasing, selling, 
advertising, accounting, personnel con- 
trol, etc., if it is to be successful in com- 
petition with the countless chain organi- 
zations that have now been formed in 
every line of importance. 

Some merchants will complain that the 
public is not spending enough money on 
clothes, and their indignation is bitter 
against such present-day customs as 
young women going without stockings 
and men going without hats in the sum- 
mer, while other merchants will adapt 
themselves to the ever-changing wants, 
obtain styles that appeal to the public, 
and run their stores along scientific lines, 
with earnings that even the chain or- 
ganizations cannot threaten. 

It is worthy of note that the shoe busi- 
ness has taken a turn for the better and 
leather prices are again firming up after 
their protracted decline during recent 
months. 


Money Rates Remain High 


LTHOUGH the money markets for a 
month or more were free from the 
pyrotechnics of 15 and 20 per cent call 
money, there has hardly been the easing 
that had been hoped for and stiff rates 
prevail for all classes of accommodation. 
Commercial paper is selling freely at 6 
per cent, while time loans secured by 
listed stocks and bonds are available 
only at 7% to 8 per cent and call loans 
commanded 10 per cent:in the latter 
part of June and 15 per cent in July. 
While it is true that the strain over the 
mid-year is purely seasonal, being caused 
by the calling of loans by banks so that 
they will not appear in the published 
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statements, and calling of loans by cor- 
poration lenders so that the funds can 
be paid out in interest and dividends, and 
for the meeting of serial maturities and 
redemption of called bonds, there has 
been the additional burden this year of 
a billion dollar subscription to various 
new stock issues, which temporarily must 
be taken up on borrowed money. 

In all such situations, it is the New 
York bankers who must step into the 
market and provide funds to take the 
place of those withdrawn by out-of-town 
banks and “others” who have no respon- 
sibility toward the market further than 
their own profit and convenience. 

Imports of gold, attracted here from 
abroad by the continued high rates of- 
fered, have amounted to more than $60,- 
000,000 in the last two months and have 
served to give an easier tone to the 
money market, but the net effect of these 
imports has been to stabilize rates and 
prevent the extreme fluctuations wit- 
nessed in March and April, rather than 
to restore rates down to normal levels. 
July and August will bring heavy de- 
mands for credit to be used in moving 
crops, and later in the Autumn the holi- 
day trade will get under way, so that 
there do not seem to be grounds for ex- 
pecting cheap rates in this country for 
some time. 


Credit Expansion is Checked 


prop conditions might likewise 
be said to have been stabilized by the 
developments of the last two months. 
Weekly figures of the reporting member 
banks show that no very material 
changes have taken place in the aggre- 
gate volume of bank credit outstanding, 
represented by secured loans, commer- 
cial loans and investment holdings, while 
fluctuations in these three classifications 
individually tend to offset one Another. 
If it cannot be claimed that the desired 
liquidation in bank credit has yet taken 
place, nevertheless it must be admitted 
that the situation has been held in check 
and that the rapid rate of expansion seen 
last spring has been arrested for the time 
being at least. 

The Federal reserve bank policy re- 
mains unchanged, and there seems to be 
a disposition on the part of private bank- 
ers and the general public as well to feel 
less antagonistic toward the central 
bankers for their attempt to prevent un- 
due credit expansion. It is hardly to be 
expected that the public could take very 
seriously or hold for very long, such ex- 
treme statements that the reserve board 
was trying to “ruin American pros- 
perity,” that the credit strain was “‘pure- 
ly artificial,” etc., which were pro- 
nounced by various self-appointed “ex- 
perts,” most of whom were motivated 
solely by their desire to secure unlimited 
credit for their speculative operations. 


Individual banks seem to show a com- 
mendable spirit of cooperation with the 
central banks in keeping their secured 
loans in check, even though it means the 
loss of some business because of refusing 
to extend credit when it does not seem 
warranted. 
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Major Financing in June 


Issue 
Canadian National Railway Co 
Lautaro Nitrate Co. Ltd. lst conv 
Canadian Pacific Rwy. eq. tr. ctf 
State of Tennessee 
Gen. Steel Castings Corp, Ist A 
Mortgage Bank of Chile gtd. s.f.......... 
Toho Elec. Power Co. Ltd 
Edith Rockefeller McCormick Trust 
City of Toronto, Canada 
City of Philadelphia 
State of Illinois 
Simpsons, Ltd. 1st and col. tr. 4 
Westchester County, N. Y 
Assoc. Tel. Util. Co. conv, deb. C 
Sou. Pub. Util. Co. 1st and ref 
Erie County, N. Y. 
Southern Pacific Co. eq. 
Central Power & Light Co. Ist 
LaSalle-Wacker Bldg. Corp. Ist A 
Fed. Water Service Corp. conv. deb 
Cook County, Ill 
Rio de Janeiro, Brazil ext. s.f............ 
South. Pac. Golden Gate Ferries, Ltd.... 
State of Alabama 
Alabama State Bridge Corp 
Foreign Power Secur, Corp. Ltd 


Stock Market Active and 


Confident 


the past month the stock 
market has continued to be fairly 
active, and although the volume of trad- 
ing on numerous days amounted to only 
half as much as in some of the record 
sessions of the Spring, the number of 
shares traded in from January 1 to June 
30 was 29 per cent larger than in the 
first half of 1928, and June was moder- 
ately ahead. Prices have moved in more 
or less irregular and aimless fashion. 

On the one hand, it is becoming gener- 
ally acknowledged that many stocks are 
selling so high as to “discount” the an- 
ticipated increase in earnings for a good 
many years to come, and current yield on 
high grade issues amounts to perhaps 
one-third of the carrying charges. 

A confident undertone, on the other 
hand, is maintained because of the rec- 
ord-breaking pace to which industry and 
trade have held throughout the first half 
of this year, which will undoubtedly be 
reflected by a highly favorable crop of 
earnings statements to be issued during 
the next few weeks. 

Public utility stocks have been un- 
usually active at advancing prices under 
the stimulus of further merger plans, 
either announced or contemplated. Nu- 
merous utility organizations which have 
already grown to gigantic size and con- 
trol constellations of operating companies 
such as only a trained analyst can under- 
stand, are joining together to form 
“super-holding companies,” all of which 
fires the imagination of a speculative 
public. 

Railroads, too, have shown more ac- 
tivity as the full significance of the 
O’Fallon decision of the Supreme Court 
is appreciated. Wall Street was highly 
pleased on June 28 when the preferred 
dividend on Erie Railroad Company was 
resumed, after a lapse of twenty-one 
years. Industrial stocks have not been 
neglected in this merger movement, and 
several formidable combinations are 
arising in the food products and aviation 
industries. 

Little progress toward a_ recovery 
in the bond market has been expected 
so long as money rates remained abnor- 
mally high, but the past month brought 
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10,000,000 
10,000,000 
10,000,000 


Rate 
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out quite a large number of new issues. 
The Canadian National Railway Com- 
pany sold $40,000,000 bonds on a 5 per 
cent basis and the Canadian Pacific Rail- 
way sold $30,000,000 equipment trusts to 
yield 5.05 per cent. A number of size- 
able municipal issues were offered, giving 
the holder freedom from taxation, while 
the industrial issues in many cases car- 
ried warrants or the convertible feature. 
Two large foreign issues were priced to 
yield better than 7 per cent. 

In contrast with the activity in the 
stock market this year it is interesting 
to observe that bond trading for the first 
six months fell 23 per cent below 1928. 
Relative values of stock and bond sales 
at present make a striking comparison. 
Using the average price of all shares 
listed on the New York Stock Exchange, 
which is estimated at somewhere around 
$75, it is found that dollar value of the 
stock transactions this year to date was 
thirty times that of bonds! 

United States Treasury Certificates of 
Indebtedness were offered to yield 5% 
per cent, the highest rate that has had to 
be paid for this premier obligation since 
1921, 

Accompanying is a tabulation of the 
issues of $5,000,000 or more during the 
month. 


The Outlook for Money 


ONDITIONS in the money market 

are, on the whole, more encouraging 
than they have been for several months. 
This is because of the more stable trend 
noticeable in recent weeks, especially in 
rates on call loans. 

Money rates, in general, have main- 
tained a relatively high level, but for 
some time there has been an absence of 
any marked tightening. While money 
has not shown any marked easing there 
has been no perceptible movement in the 
other direction. Both call and time loan 
rates were lower at the end of June than 
in May, and for the time being, at least, 
there appeared to be some evidences of 
stability in the money market. 

A quieter stock market has appar- 
ently induced a lull in the struggle 
between the Federal reserve authorities 
and the speculative element just at the 
time when preparations are being made 

(Continued on page 94) 


» 
/ 
Due Price Yield 
$40,000,000 1969 99% 5.00 
32,000,000 1954 99 oe 
30,000,000 1944 9914 5.05 
21,000,000 1932-44 4.50-—.60 
20,000,000 1949 100 5.50 
20,000,000 1962 92 6.60 
/ 11,450,000 1932 96% 7.40 
11,000,000 1934 99% 
10,274,000 1930-59 9834-100 
1959-79 4.25-.33 
1945-59 4.30 
1949 100 6.00 
8,649,000 1930 ia 5.65 
8,000,000 1944 97 5.80 
8,000,000 1943 100% 
7,909,000 1930-59 4.15-—.85 
6,825,000 1930-44 4.95—6 
6,800,000 1956 91 5.65 
6,500,000 1954 100 6.00 
6,500,000 1954 99 5.55 
6,000,000 1930 100% 5.70 
6,000,000 1959 91% 7.20 
5,000,000 1949 99 5.60 
5,000,000 1933-55 4.50-.75 
5,000,000 1931-40 5—.50 
5,000,000 ; 1949 |__| 6.00 


duly, 1929 AMERICAN BANKERS ASSOCIATION JOURNAL 


Some bank will get 
this business 


Your best customers are interested in investments. They need up- 
to-date, accurate investment information in order to invest wisely. 
They are going to get it, because it will be profitable for some 
one to see that they get it. Their good-will is worth cultivating. 


These men will direct profitable future business 
to your bank — or to some other. 


They will have worth-while estates to turn over 
to some one to manage. 


They are going to borrow money from some one 
to buy stocks. 


They are going to buy bonds from some one. 


The first step toward getting this business is equipping your 
bank to handle it. 


At the outset, the people you wish to serve This company has created a service — 
must have accurate, up-to-date information Standard Corporation Records—for the 
concerning the securities in which they put very purpose of enabling you to meet this 
their money. issue easily and inexpensively. 


The next step is letting your people know that you are well 
equipped to handle it. 


We are prepared to help you here, too. newspapers and elsewhere, to tell the people 
We have developed a series of advertise- of your community about the practical help 
ments and letters which you can use in that you can give them. 


If you would like to know more about these Spm for increasing your bank’s 
business, simply sign the coupon and mail it back. No obligation, of course. 


MAIL THIS COUPON NOW 


i STANDARD STATISTICS CO., Inc. BJ 15 
200 Varick Street, New York 
r Tell me about your service. 


We can show you more clearly the advantages Standard Services 
Ter, tf you will give us the following information regarding 


your tnvestment acttvitic 
» E RV I Cc E % i 0 We have a trust dept. CZ Weare considering a trust dept. | 
‘ ‘ We have an investment dept. We are considering an 
Published and Distributed by j ties 
STANDARD SERVICES 


investment dept. 
= STANDARD STATISTICS Ine. Ourinvestments | 


in **Other Bonds and Securities” are 


The Largest Statistical Organization in the World i Our collateral loans total $-__..----------e--e-----------—-----0 


200 Varick Street, New York 
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Philadelphia’s Largest 
—and Oldest Bank 


One hundred and twenty-five years ago 
The Philadelphia Bank occupied a 
leading place among the forty banks 
then in existence. Today this institution 
still maintains its position of leadership 


among twenty-seven thousand. 


Many banks are old—but not large; 
many banks are large tho relatively new. 
To have survived the crises and changes 
of more than a century is an indication 


of strength and soundness. To have 


maintained leadership in the face of 


changing times and methods is proof of 
excellence of service consistently main- 
tained. 


Age should mean something other than 
the mere will to survive; greatness more 


than an accumulation of figures. 


THE 


PHILADELPHIA 
NATIONAL BANK 


ORGANIZED 1803 


PHILADELPHIA, PA. 


Capital and Surplus ..... . $50,000,000 


The New Form of 


Treasury Financing 
(Continued from page 2) 


due to more frequent issues and shorter 
maturities, and to the fact that the dis- 
count on each issue would automatically 
be adjusted to market conditions, the 
Treasury would benefit more speedily 
by declining rates and would avoid dis- 
content on the part of subscribers con- 
cerning the rates of interest paid when 
money rates rose. 

Further, it would probably be pos- 
sible to adjust a considerable amount 
of the maturities to fall on the days 
when tax checks are actually cleared 
and collected from the banks, rather 
than on the one day each quarter when 
the checks are due at the offices of 
internal revenue collectors. This would 
materially reduce and perhaps at times 
eliminate entirely the quarterly Treas- 
ury overdrafts at the reserve banks, and 
the interest cost and disturbance to the 
money market which is incident to those 
overdrafts. 

A fourth advantage to the Treasury 
would be that the Treasury bills would 
provide securities which, even in periods 
of low money rates, could be purchased 
below par for sinking fund purposes. 


Advantages to Investors 


INALLY, we should consider the 
advantages to the investors which 
might be derived from the use by the 


‘government of Treasury bills. In the 


first place the investors would have the 
option of indicating through their bids 
their judgment as to the rate of dis- 
count which would give them a fair rate 
of return. In case unforeseen circum- 
stances arose to change the course of 
money rates, the short maturities and 
frequent offerings would make it pos- 
sible to adjust the discount to the new 
market basis quickly, without the neces- 
sity of writing off losses in the market 
value of government securities held. 

It is quite possible that the average 
rate of return might be slightly higher 
than at present, due to the fact that the 
limited number of banks, chiefly the 
large city banks, which have recently 
been the principal subscribers to new 
issues, might not be inclined to bid as 
actively for Treasury bills, when cash 
payments were required, as for Treas- 
ury certificates of indebtedness, when 
payments could be made with book 


. eredits. While it is unlikely that the 


yield would be enough higher to offset 
any considerable part of the saving 
derived by the Treasury from avoidance 
of borrowing in advance of government 
expenditures, it is entirely possible that 
the return would be enough higher to 
make government securities even more 
attractive than at present for the small- 
er banks and other investing institutions, 
which are now to a considerable extent 
the ultimate purchasers of new issues, 
and which have not been participating 


~ in government deposits. This might 


tend to encourage more widespread par- 
ticipation in government security invest- 
ments than at present. 
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After the Use Is Well 
Established 


l gin the use of Treasury bills had 
become well’ established, there 
would probably be rather frequent open- 
ing of bids, which would make it possible 
for investing institutions to put in 
tenders very close to the time when 
surplus funds became available for in- 
vestment. These Treasury bills might 
also be arranged to provide a consider- 
able variety of maturities, so that it 
would be possible to make temporary 
investments in government securities 
with almost any desired maturity. Thus 
banks could invest funds, not only to the 
quarterly tax date, but almost to the 
exact day when previous experience had 
shown that their losses through the 
collection of income tax checks were 
likely to be heavy, and corporations 
could purchase with temporary funds 
riskless securities which would give 
them a fair return and mature at the 
particular time when they had bond 
interest, taxes, or other definite obliga- 
tions to meet. 

The reduction or abolition of Treasury 
overdrafts at the reserve banks around 
quarterly tax dates, while it would mean 
that banks would no longer receive 
$100,000,000 to $3800,000,000 or so of 
additional funds for a few days, might 
actually result in an increase rather 
than a decrease in bank earnings, be- 
cause at present the appearance of even 
$50,000,000 or so of extra funds in the 
market is likely to cause a decline of 1 
per cent or more in the rates paid on 
about two billion of “street” loans of 


the banks. 

A further advantage to all types of 
investors would be the simplicity of 
calculating the rate of return on securi- 
ties bought or sold in the market. With 
the present certificates of indebtedness 
it is necessary not only to calculate the 
coupon interest to date of maturity but 
also to add any discount from par or 
to deduct any premium paid. With 
Treasury bills, which would not bear 
interest, the return from the investment 
would be indicated at once by the dis- 
count at which they were sold. 

In general, therefore, it seems reason- 
able to expect that the introduction of 
Treasury bills as an additional instru- 
ment of government financing will fur- 
nish a very flexible type of highest grade 
investment which will bring with it 
definite advantages, both to the United 
States Treasury, to investing institu- 
tions, and to the money market. 


New Chinese Currency 


C HINA is attempting to supplant local 
paper currency with silver dollar 
notes to be secured by adequate silver re- 
serves, according to the Department of 
Commerce. The plan has been worked 
out by a number of important banks. 
The new silver currency is expected at 
first to circulate chiefly in the import 
trade centers. Marked depreciation of 
fengpiao, local paper currency, is respon- 
sible for the step. 


ust 


The papers told it recently. True to form 
it ran. Tangled accounts,—investigation,— 
the shortage discovered,—consternation,— 
frantic checking to learn the amount,—then 
the sweet relief of learning the bank’s in- 


surance would cover it. 


A typical theft—save for this one difference 


... the bank suffered no loss 


SAE old situation—a trusted employee suddenly found 

short in his accounts. Same old motives—extravagant 
living and repeated “borrowings” that couldn’t be repaid. 
Just another unpredictable failure of a man. Nothing 
different but the outcome for the bank—because they 
were properly insured. 


Strangely enough, most such shortages are not fully 
covered. We say “strangely” because every banker knows 
he needs protection from this risk. Nearly every bank 
carries some sort of dishonesty insurance. Yet time after 
time the protection does not fully protect. 


There is a way however—and a simple way—to buy pro- 
tection that lives up to its name. An F &D Bankers 
Blanket Bond will give it to you, more completely than 
any other form of dishonesty insurance ever devised. 
And at the same time, it will guard you against burglary, 
holdup, loss or destruction of money or securities and 
many other constant hazards. 


Let the local F& D agent show you the advantages of this 
new bonding method. It will repay you well to call him 
in—or to write to us direct for the full story. 


FIDELITY AND DEPOSIT 
COMPANY OF MARYLAND 


Baltimore 


Fidelity and Surety Bonds—Burglary and Plate Glass Insurance 
Representatives Everywhere 


An American company providing the best possible protection for American banks 


another embezzlement 
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l 
KEEP “Private”? Matters| 


of the country, the methods employed 


P R I V E No. 1, Concealment in 4-Drawer those 
A of recent development along this line. 
Deok-high) It would appear probable that even with 
io. 3, Shows Concealment in the Desk | the recent activity there has not been 
Drawer. developed as yet the complete plan of 
Yo. 4, Shows Concealment in 3-Drawer | organization, control and operation which 
(Counter-high) Files will be necessary if the process is car- 
ried into a further stage of success. I 
hold the private opinion that if this form 
of organization is to be entirely success- 
ful, there are certain policies which must 
be pursued. 

The validity of the double assessment 
must be preserved. The holding compa- 
nies should have, I believe, assets of 
negotiable character in an amount equal 
to, dollar for dollar, the par of all bank 
stocks owned. 

The holding company must expect to 
assume the responsibility for the proper 
management of the banks that it con- 
trols, and not be simply a bank stock 
investment trust. 

It should retain, so far as possible, the 
financial interest of the local bank stock- 
holders, both in the new bank and in 
the common picture as represented by 
the holding company itself. 


Announcing the N ew should py 


surety of the best modern banking tech- 


9 nique for his institution; the increased 
profit possibilities in his remaining local 
bank holdings; plus the acquisition of a 


certain amount of holding company 


b4 stock, which should have a ready mar- 

es a inet ode ketability, both for himself and _ his 
estate. 

The value to the holding company 


A steel safe, asbestos covered, is inseparably should lie in the profit to be made in 
welded into this handsome steel cabinet, yet first-class country bank operation. In the 
led by the fal fle) f case of banks that have earned 10 per 
concealed by the false (file) front. cent to 20 per cent on invested capital 

. in the past, there would appear to be 
Built entirely of steel with exquisitely grained no reason why they cannot do it again. 


finishes. A serviceable extension shelf closes I refer to the circumstance that the 


noiselessly against cushioned stops. The top of holding company should expect to as- 
sume the responsibility for management. 


Concealed Safe the cabinet and the shelf are surfaced with desk This should only be the responsibility 


Nour finger tip. releases the linoleum handsomely bound with bronze edg- of being well informed, the actual man- 
agement being left in the hands of local 


lowers to a ledge; and the : : 
substantial combination un- ing. Rings from the water bottle, glasses and officers and board of directors, if this 


locks the one-half inch solid ink stains wash off, thus protecting other fine (oie ny is thoroughly competent. 


Invincible 


steel safe door. i : 

equipment from abuse. o my mind the new banking plan 

may very reasonably retain some of the 

In Use the advantages of both the unit banking and 

the branch banking scheme of organiza- 

World Over tion without some of the disadvantages 

the branch banking plan. I disagree 

banks the world over, de- || entirely with those who assert group 
partment heads and execu- i 

tives are equipped with In- || banking necessarily leads to branch 

vincible | Concealed Safes; banking or’ that it is merely an inter- 


In branch offices Concealed |} 
Safes built into filing cabl- |) mediate step to country-wide branch 


proteetion at nominal banking. On the contrary, I believe that 

trated Folder showing | group banking will develop further in 

variety She ‘this country, that there will be stand- 

— | ards involved for its handling which will 

Invincible Metal make it a permanent and sound business 

Furniture Co. without any thought of evolution into 

we will always have in 

Looks Like a File—Serves Like a Safe! Manitowoc, Wis. very large number of fine, high class 

unit banks, operating independently of 


EXECUTIVES 
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King Cotton 
(Continued from page 40) 


the American Wholesale Grocers Asso- 
ciation and the National Wholesale 
Grocers Association of the United States, 
information was received from 151 
wholesale grocers in thirty-eight States 
regarding containers for twenty-three 
important commodities. 

Slightly less than one-half of these 
commodities, by weight, are packed in 
cotton bags; and 90 per cent are packed 
in either cotton or jute bags. Other con- 
tainers are relatively unimportant. The 
annual consumption of more than 13,- 
500,000 cotton bags, the equivalent of 
slightly more than 5000 bales of raw 
cotton, was reported. 

Cotton specialists estimate that at this 
rate the entire wholesale grocery trade 
consumes more than 200,000 bales of raw 
cotton and waste each year, and that the 
total quantity of cotton required to re- 
place those containers in this trade which 
might be replaced by cotton bags, exceeds 
400,000 bales of raw cotton and waste. 
Adding this to the estimated present use 
of cotton bags by this industry, we have 
more than 600,000 bales of raw cotton 
and waste as the estimated potential an- 
nual consumption of cotton in the whole- 
sale grocery trade. 

The estimated quantity of cotton used 
in the bags of the wholesale grocery 
trade, plus the estimate of approximate- 
ly 45,000 bales of cotton for bags in the 
cement industry, 20,000 bales in the 
bakery trade, and 4000 bales in the fer- 
tilizer industry, makes a roughly esti- 
mated total consumption of cotton for 
bags now used by these four industries of 
well over 250,000 bales per year. This esti- 
mated consumption roughly corroborates 
the figures given by the Cotton Textile 
Institute and by the Association of Cot- 
ton Textile Merchants when they esti- 
mate the total consumption of cotton 
cloth through bags at 500,000,000 and 
450,000,000 yards respectively. Experi- 
ments are now under way to determine 
the practicability of cotton bags as con- 
tainers for wool. 

“It is not sufficient to decide that cot- 
ton might be substituted for other ma- 
terials in various uses,” the report re- 
minds us. “The question arises, at what 
price can the substitution be made?” In 
a year of large production and low cot- 
ton prices the opportunity to substitute 
cotton for jute would be much greater 
than in a year of low cotton production 
and high cotton prices. Permanent sub- 
stitution of cotton for other fabrics is 
possible only if the increased demand 
for cotton thus created still leaves a 
price differential in favor of the use of 
cotton. 

Accordingly, the Department of Agri- 
culture is studying price relationships 
among different bagging materials to de- 
termine at just what price cotton would 
have to sell to compete with bags made 
from other materials. It is also study- 
ing the competition which cotton must 
meet from fabrics made of such fibers 
as silk, wool, rayon and jute. 
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satisfactory 


substitute 


for 
MILWAUKEE 


CHAIRS 


There is no substitute for the truth, or for diamonds; and there 
is no satisfactory substitute for Milwaukee Chairs. 

Everywhere the greater beauty, dignity, comfort and service 
of these famous chairs are univanealg conceded and really re- 
quire no demonstration. 

The thing which makes Milwaukee Chair superiority unmis- 
takably pa. ha is the known fact that for designing and build- 
ing chairs beyond the reach of rivalry, there is nothing any- 
where in America which even compares with the vast Milwaukee 
Chair Company facilities and the knowledge gained by more 
than 50 years of producing quality chairs. 

That is why these chairs have no satisfactory substitute. 


A great variety of styles, designs and finishes are available 
from which to make a selection—and to exactly harmonize with 
your present furnishings. Photographs will be gladly supplied 


on request. 


The MILWAUKEE CHAIR COMPANY 
Executive Offices: 666 Lake Shore Drive, Chicago - Factory: Milwaukee, Wis. 


MILWAUKEE 


CHAIRS 


is NO 
= 
2 od 
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(Ad No. 2 in a series on Credit Insurance Statistics) 


Saved Our Policy- 
Holders in 10 Years 


Through our Collection Service Alone! 


Manufacturers and Jobbers who carry American 


Credit 


Insurance not only have their accounts fully protected against 


all unexpected, abnormal credit losses. 


They also benefit very 


materially from our collateral Collection Service, which operates 
through our own offices in 15 strategic cities of the United 


States and Canada. 


Here are the amounts which we have collected for our policy-holders, 


and remitted to them, 
prevented these potential losses: 


in the past 10 years—in other words, we 


have 


$ 876,101.00 
1,445,418.00 


4.023,339.00 
4.669,227.00 


6,554,620.00 
$37,707,497.00 


Bankers, recommend American Credit Insurance to your patrons—it not 


only protects them but yourself as well. 


formation you may desire. 


Write us for any specific in- 


AMERICAN 


CREDIT~- INDEMNITY Co. 


OF NEW YORK 


J. F.M*° FADDEN, presipgnt 


Offices in All Leading Cities 


New York, St. Louis, Chicago, Cleveland, Boston, 
€an Francisco, Philadelphia, Baltimore, 
Detroit, Atlanta, Milwaukee, Etc. 


In Canada—Toronto, Montreal, Etc. 


The Duty of Providing Credit 


(Continued from page 16) 


purpose the government banks give him 
the stop signal. The Bourbons never 
forgot anything and never learned any- 
thing. 

In the City of Trenton, a well-estab- 
lished industrial enterprise issued 
$1,000,000 worth of bonds to mod- 
ernize its plant. Those bonds became a 
part of brokers’ loans before distribution 
to the people. Another firm issued $2,- 
500,000 for credit use in its business. 
These bonds went into brokers’ loans 
before distribution but they were just 
as much legitimate credit as though the 


money had been borrowed directly of a 
bank in the old commercial way. It was 
not speculation but the government 
banks charged this legitimate form of 
credit as if it were a gamblers’ game. 

We certainly have had a vast deal of 
making conversation of late in our 
country on the subject of brokers’ 
loans and the curtailment of the na- 
tion’s credit in the vain effort to stop 
stock exchange activities, which is 
largely an evidence of the nation’s 
prosperity. 

The way some of our economists talk 


and write about credit makes me think 
of a discussion of some women, at a sew- 
ing circle down in my state the other 
day, of absent mindedness. Some of the 
credit authorities have all the abbera- 
tions of absent mindedness. They falsely 
assume that there is so much credit in 
existence and that when you loan a part 
of it to somebody you reduce the amount 
of credit you have to loan to somebody 
else. They do not seem to understand 
that the bank is the manufacturer of 
credit and that when it makes a loan to 
a manufacturer, additional credit is cre- 
ated in the form of a credit deposit. 


The Only Limit to Credit 


fhe only limit to credit in this 
country is the capacity of the Ameri- 
can citizen to succeed. A manufacturing 
plant may be worth $100,000 and yet 
needs operating capital. Your bank 
translates that plant or part of it into 
available credit but that does not ex- 
haust the credit possibilities. The 
manager of that plant may be able to 
make $1,000,000 a year (turning over 
his product let us say four times in 
twelve months). He therefore prob- 
ably needs credit of at least $250,000, 
provided he lives or has protection in 
insurance. The banks will be justified 
in manufacturing that much credit for 
his use. Under our banking system, the 
banks do not have the tools to create 
the necessary credit currency. They did 
have it at one time. 


A Simple Effective System of 
Credit 


ie was provided for through the Ald- 
rich-Vreeland Emergency Currency 
Act which was passed in 1913, which 
survived the President and Congress in 
1914 and under which at the outbreak 
of the war we met the demands of 
Europe and paid all our debts. 

It enabled banks with $5,000,000 of 
resources or more to join together, hock 
their resources and issue credit cur- 
rency. It was restricted in its use by 
taxation that made it unprofitable ex- 
cept in emergencies. It was a simple 
effective system of credit, the best ever 
devised. It was economical. It car- 
ried no overhead charge, no large sala- 
ries, no expensive buildings and it met 
an emergency demand for credit in every 
locality and when that emergency 
passed and the demand for credit 
slowed and the credit currency was no 
longer needed, because of the tax upon 
it, it automatically returned to the bank 
of issue and was cancelled. 

If we had this system now supple- 
menting our present Federal Reserve 
System, whenever credit demands arose 
like the present and credit rates be- 
came excessive, credit currency could 
be. issued under this act and the mer- 
chants, the business men and the manu- 
facturers would be supplied, business 
would not be hampered and the onward 
march of the country would continue. 
The whole currency problem would be 
solved and it would solve itself auto- 
matically and locally under loval control. 
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Needs of National Banks 
(Continued from page 18) 


If Congress should amend the National 
Bank Act to conform to the most flexible 
and liberal of the state trust company 
laws, it would cure the tendency to a 
certain extent but would not entirely do 
so as the decision in the Worcester 
County National Bank case would stiil 
stand as a barrier to the merger of 
national banks and trust companies. I 
am not at all sure that the National 
Bank Act should be liberalized to this 
extent and instead would suggest the 
following remedy: 

“Remove the restrictions in the Na- 
tional Bank Act to permit a National 
Bank to own all the capital stock of a 
state chartered trust company and oper- 
ate it as an affiliated company. This 
privilege should carry with it certain re- 
strictions. The amount of capital stock of 
a trust company which a national bank 
could own should be limited to not to 
exceed 50 per cent of the paid-in capital 
of the national bank; the affiliated trust 
company should be under the same roof 
as the national bank or in an adjoining 
building so that the two institutions 
might be operated as one; examination 
of the affiliated company and of the 
national bank owning its stock should 
be simultaneous and governed by the 
same rules and requirements; the affilia- 
ted trust company should be given the 
privilege of using the word “national” 
in its name and its stock should be owned 
outright by the national bank and not 
subject to sale by the national bank 
except in toto. 


Right to Name Successor 


66 NDER such an arrangement the 

national bank and the affiliated 
trust company should be given the 
authority to accept and operate trusts 
with the right in one to name the other 
as successor in trust and otherwise act 
in a fiduciary capacity. 

“Such an arrangement would over- 
come the obstacle in the merger of a 
national bank with a trust company that 
has been raised in the Worcester County 


National Bank decision and should not , 


increase materially the operating cost 
of the merged institutions. Ownership 
by the national bank of all the stock of 
the trust company should carry with it 
the privilege of operating the parent 
and affiliated institutions under the same 
officers and directors, if so desired. 

“TI realize that all this would require 
a readjustment of bank examination 
rules and requirements and would neces- 
sitate cooperation of the national depart- 
ment with the state banking department 
to make the plan a workable one.” 

Unification of the banking system of 
the United States through membership in 
the Federal Reserve System is proposed 
by Oliver J. Sands, president of the 
American Bank and. Trust Company, 
Richmond, Va., as an essential to the per- 
petuation of a sound system. 

“A change in the policy of the dis- 
tribution of earnings of the Federal 
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The New York 
Trust Company 


Capital, Surplus and Undivided 


Profits 


- $44,000,000 


FOREIGN 
and DOMESTIC 
BANKING 


Fiduciary Service 


I00 BROADWAY 
40TH STREET AND MADISON AVENUE 
5'7TH STREET AND FIFTH’ AVENUE 


We believe that the national 
banking system will disintegrate and 


Reserve System will,” he said, “not affect 
the cash income of the government if 
that change is made at once for the 
major portion of the income up to this 
time has been paid into the surplus ac- 
counts of the Federal reserve banks and 
has not gone into the Treasury of the 
United States, so the time is most 
favorable for a decided change in this 
respect. 

“We must support the Federal Re- 
serve System. We believe that any 
weakening of that system would be a 
little short of a national calamity. We 
believe a unified system of banking can 
be attained or more nearly attained 
through the majority of our banking 
resources centralized in the reserve 


system. 


that it has been superseded by the 
Federal Reserve System. 

“The problem then is not what we can 
do to resuscitate an institution which we 
put to death when we inaugurated the 
Federal Reserve System, but is what 
can be done to insure the maximum 
power and benefits of the reserve system 
and guarantee its maximum efficiency. 
The answer seems to us to be in the 
recognition of the fact that these banks 
are the property of the members and 
that their earnings—whether large or 
small—belong to the shareholders after 
payment of reasonable franchise taxes 
to the government.” 


— 
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THE GREAT VAULTS OF THE 
FOREMAN NATIONAL BANK 


CHICAGO 


WERE BUILT AND INSTALLED BY 


MOSLER SAFE CO. 


= 


The vaults of the 
Foreman National Bank 
—among the largest in the world — 
measure approximately 143 feet 
wide, 40 feet deep. 


Combined weight of the four 24-inch 

doors and other vault equipment is 

around one and one-half million 
pounds. 


The ultimate capacity of the safe de- 
posit vault is 35,000 to 40,000 boxes. 


Mosler has meant | 


Safes and Safety 


for more than 


Graham, Anderson, Probst & White, Architects, Chicago 
*. A. Strauss & Son, Engineers, Chicago 


The Mosler Safe Co. 


The Largest Builders of Vaults and Safes in the World 


FACTORIES 


ATLANTA BOSTON 
KANSAS CITY 
PITTSBURGH 
TOKYO, JAPAN 


LOS ANGELES 
PORTLAND 


CHARLOTTE 


LONDON, ENGLAND 


HAMILTON, OHIO 


DALLAS DETROIT 
NEW YORK 


SEATTLE 


CHICAGO 
NEW ORLEANS 
SAN FRANCISCO 

SHANGHAI, CHINA 


The Romance of Exploration 
(Continued from page 21) 


ent. “We haven’t enough nickel in this 
country to make our five-cent pieces,” 
was another statement which came as 
a surprise even to his fellow explorers. 
Radio, telephone, and aviation instru- 
ments call for magnets of the least pos- 
sible weight and the maximum of flux. 
Such magnets contain large percentages 
of imported cobalt. According to tradi- 
tion a kingdom was lost for want of a 
horseshoe nail. The great American in- 
dustrial battle hinges upon a vital one- 
half of one per cent, or less, of rare 
minerals and metals we do not possess. 
Of the semi-rare metallic ores, molyb- 
denum alone occurs in adequate amounts 
in this country. Our supply of tungsten, 
vanadium, and manganese is made, while 
nickel, chromium and cobalt are almost 
entirely lacking! On these rare and 
semi-rare metals the coins on the collec- 
tion plate of industrial time are de- 


pendent for their durability and it’s up 
to the geographic explorer to make a 
contribution to the “neediest cases” of 
industry. 

Gordon MacCreagh was modest in his 
requests for aid from the industrial ex- 
plorers. 

“Give me” he said, “an efficient lamp 
for field work—something that will burn 
kerosene and do away with the nuisance 
of carrying gasoline, which is impos- 
sible as a fuel anyhow as it will evapor- 
ate out of any ordinary five-gallon can 
even though it is sealed. Fix me up 
with a practical, luminous sight for 
night shooting—something based on the 
principle of luminious radiolite watch 
dials; and that’s all I ask of the miracle 
men of industry!” 

Dr. Anthony wanted to enlist the aid 
of research men in the photographic 
supply laboratories in solving the prob- 
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lem of the explorer in hot countries who 
is in constant fear of losing his precious 
exposures made on photographic film. 
To keep the films undeveloped is neither 
safe nor satisfactory, for the explorer 
needs to know there in the field how 
the exposure has turned out. On the 
other hand development on the spot is 
dangerous, the film may not dry quickly 
and if it hangs too long in the heat and 
wet it is likely to melt into a puddle of 
gelatine. A light portable and practical 
machine for quick drying of films seems 
to the field men to be the solution. 

“Some chemical which would penetrate 
hides quickly from the hairless side and 
stop decay, so that the slow and laborious 
work of tanning might be postponed is 
in universal demand by all geographic 
explorers,” Anthony declared. 

Dr. Harden F. Taylor, vice-president 
in charge of research for a large fish- 
eries company, came to Dr. Anthony’s 
aid with this formula for the preserva- 
tion of hides in the field: 

“We have found that sodium fluoride 
is not only an extremely efficient anti- 
septic, but at the same time it is highly 
destructive to enzymes which destroy 
tissues. Furthermore being of low 
molecular weight and structure it pen- 
etrates tissues with great rapidity. It 
can be washed out and would not inter- 
fere with tanning processes after the 
hides were brought in from the field.” 


T was Taylor who opened up an en- 

tirely new field of exploration in 
this much explored ball of mud. He 
wondered if any one had thought of the 
sea as a source of manganese. We know 
that the floor of the ocean is in large 
part covered with a blue mud caused by 
the presence of manganese compounds. 
Apparently no one had thought about it 
at all, for not a word of encouragement 
nor denial came from either geographic 
or industrial explorers. Feeling perhaps 
that he was safe in this twilight zone 
of the ocean depths and beyond the 
domains of either group of explorers, 
Taylor, dominated for the moment by the 
spirit of the pioneer, hurled this chal- 
lenge into the midst of these earth-bound 
surface scratchers: 

“There is probably all of the man- 
ganese that the world will ever need at 
the bottom of the sea!” 

Barnum Brown of the American Muse- 
um staff wants to be put in touch with 
the man or group of men commercially 
interested in the fact that at a certain 
elevation, temperature and known soil 
condition in Abyssinia there is a cotton 
plant that resists boll weevil. 

“Who wants to follow up a group of 
voleanic vents rich in potash content; 
commercial treatment to be undertaken 
by extraction from saturated waters?” 
he inquires. 

Brown told the explorers that he had 
seen the natives in Somaliland weave a 
rope from the inner bark of a certain 
species of acacia tree, the rope being 
stronger than hemp. “Climatic and soil 
conditions similar to the desert areas of 
central California,” his mental reference 
card of that expedition reads. 
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Banking Stands at the 
Crossroads 
(Continued from page 8) 


so much a question of the system as it is 
one of management that makes for the 
safety of the banks. No new laws, no 
matter how carefully devised, can ever 
be regarded as a substitute for sound 
policies of administration. The unit sys- 
tem is on trial and must vindicate itself 
It depends on the unit bankers them- 
selves whether the system shall con- 
tinue to live or be ultimately swept away 
by the rising tide of branch and chain 
banking. 

However, I can see no good reason 
why any of us should take a pessimistic 
view of the situation, nor display any 
undue anxiety for the future, for after 
all an intelligent and alert banker can 
operate a safe and sound institution un- 
der almost any kind of a law. 

But it behooves us to put our house in 
order and take the initiative in correct- 
ing the evils from which the unit banks 
have suffered. For the final test will 
be what system really renders the best 
service. In other words, it will in the 
end be a question of the survival of the 
fittest. If unit banks are properly and 
profitably run by experienced executives, 
if they observe sound banking principles, 
if they get together and formulate effec- 
tive plans of cooperation, and if the pub- 
lie interest and public welfare are al- 
ways their prime consideration, there 
can be no doubt of the ultimate outcome. 
We have come to the crossroads of our 
financial future, the choice lies between 
improved banking practices among the 
unit banks or ultimate absorption by 
a centralized system. The answer is 
largely in our own hands, and notwith- 
standing the inroads being made by the 
branch and chain banking system, I be- 
lieve that our unit banking system will 
live at least for many years to come. 


Banking in Wild Lands 


(Continued from page 10) 


portaging up Dease Lake and Dease 
River. 


Four Weeks’ Trip 


E now terms, as home, a place which 

I shall call Manitou Lake. That is 
not its real name, nor’is Macey the real 
name of the young adventurer. It 
is only a small lake, as lakes go up there, 
160 miles around its gravel beach. For 
two years, summer and winter, young 
Anson Macey lived there all alone. But 
that is hardly correct; the population 
of his territory, he tells me, embracing 
some hundred miles in any direction, is 
five—five Indians. 

“But,” says Macey, “there are really 
only four, as the Chief is 112 years old, 
and you can’t count him!” 

Macey came out, as the Alaskans put 


$0 MANY BANKS ARE MEET- 
ING THEIR CLIENTS WISHES 
IN THIS MATTER OF CHECKS 


It is only natural that business men like to use checks of good appearance 
. . . like to have their checks convey a proper indication of the standing 


of their bank, which in turn reflects their own standing . 


. . like to have 


their checks suggest dignity, progressiveness, stability. 

We know that many banks are meeting the wishes of their clients in 
this matter of distinctive checks, because the majority of banks in the largest 
cities of the country, as well as hundreds of the better class banks in 
other cities, are using La Monte Safety Paper. 

We’ve prepared a little booklet, 1-G, which we want you to send for. It’s 
free ... and you should have it, because it shows how other banks have 
used La Monte National Safety Paper to achieve distinctive checks. 

It’s easy to have individual, prestige-building checks by using National 
Safety Paper. The wavy lines insure La Monte quality and distinctiveness. 


George La Monte and Son, 61 Broadway, New York. 
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it, and went in again. This time with 
a wife. The two of them put in another 
two years, and now, this spring, they 
are going in again. But this time with 
a small crew, and some light machinery 
The start, this year, will be made from 
Skagway, taking the White Pass Rail- 
way to White Horse, and one of the 
comfortable stern-wheelers of the Daw- 
son service from there to the junction 
of the Yukon and the Pelly. The steam- 
er service from there on is somewhat 
occasional; there is, to be exact, one boat 
a year. Macey’s party will take her as 
far as the head waters of the Pelly and 
then by outboard motored canoes they 
will paddle and portage their way to 
Manitou Lake. 

And he would not let me call it a 


“God-forsaken country.” His lake, ac- 
cording to Macey, is as pretty a place 
as you would want to see. And it is 
the real “Friendly North.” Not like 
Churchill. During the four summer 
months the temperature runs 80 degrees 
in the shade, and he grows his own 
vegetables. The lake teems with fish. 
The winter temperature runs 30 degrees 
below, seldom worse, and with few 
winds. 

In a few years he hopes for an air- 
plane service. The present journey of 
four weeks from tide-water could then 
be done in three hours. And some day 
there will be a railway running up there 
from the Peace country. 

But I venture the opinion that, as 
usual, the banks will be there first! 
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service which has always characterized this 


organization. 


The same constructive 


same broad facilities which have made this record 
possible are available to banks for the solution of 
their own investment problems. 


New York 
Milwaukee 


Boston 
St. Louis 


A Record 
of Corporation 
Financing 


You are invited to send for acopy, 
either for yourself or for cor- 
porations among your customers, 
which contemplate financing by 
issuance of bonds or stocks. 


AC.ALLYN*» COMPANY 


INCORPORATED 
Investment Securities 


67 West Monroe Street, Chicago 


Minneapolis 


This 48-page booklet pre- 
sents a record of Corpora- 
tions which have been 


financed by A. C. Allyn 
and Company. 


It is a record of accom- 
plishment of which we 
are justly proud. It is a 
testimonial to the honesty 
of purpose, painstaking 
selection and interested 


banking counsel and the 


Detroit 


Philadelphia 
San Francisco 


The Money in Circulation 
(Continued from page 18) 


in from circulation. The result would 
be to raise the ratio less than 3 per cent. 
If, however, the reserve ratio were low, 
the effect would be to raise it by a larger 
percentage. It is only when the system’s 
reserves are low, as in 1920, that the 
substitution of Federal reserve notes for 
gold certificates has a material effect on 
the reserve situation. 


Signalized Normalcy 


EDERAL reserve notes first achieved 
prominence in circulation after Amer- 
ica entered the war. In the middle of 
1917 $1,000,000,000 in gold certificates 
was in circulation and a little less than 
half as many Federal reserve notes. 


During the war, the Federal reserve 
banks made it a deliberate policy to 
“mobilize” gold by substituting Federal 
reserve notes for gold certificates. At 
that time the volume of rediscounting 
was large and eligible paper was avail- 
able as security for a large share of 
Federal reserve notes, which were sub- 
stituted for gold certificates and were 
also issued in response to the increased 
demand for currency incident to in- 
creased industrial activity and rising 
prices in 1918, 1919, and 1920. More- 
over, in 1920, with the great expansion 
of credit and of money in circulation, 
the reserve ratio of the Federal reserve 
banks was not far above the legal mini- 
mum, and the use of Federal reserve 
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notes in place of gold certificates was a 
matter of some consequence. This 
policy of concentrating gold in the re- 
serve bank’s holdings continued until 
1922, when the volume of gold certifi- 
cates in circulation declined to about 
$170,000,000. 

The accompanying chart illustrates 
fluctuations in these two types of cur- 
rency in circulation and in the total 
volume of money in circulation from 
1922 to the end of April, 1929, on the 
last day in each month. It indicates 
that the total volume of money in circu- 
lation was at a low level in 1922, and 
toward the end of the year circulation 
began to increase with the expansion of 
industrial activity. From 1923 until 
the latter part of 1927, the total volume 
of money in circulation, as illustrated 
by the curve at the top of the chart, re- 
mained at a fairly constant level, except 
for seasonal fluctuations. During this 
period, however, the composition of the 
currency changed rapidly. Beginning in 
the autumn of 1922, the Federal Reserve 
System adopted a definite policy of pay- 
ing out gold certificates in place of Fed- 
eral reserve notes. The lower curve on 
the chart illustrates the rapidity with 
which they were paid out into circula- 
tion in the four years following, until, 
at the end of 1925, over $900,000,000 
more in gold certificates was in circula- 
tion than in 1922. Meanwhile the circu- 
lation of Federal reserve notes, after re- 
maining fairly constant in 1923, was 
reduced by over $500,000,000, reaching 
a low point in 1925. 

The reserve system was influenced in 
this policy of substituting gold certifi- 
cates for Federal reserve notes by large 
gold imports which began late in 1920, 
and continued without interruption until] 
late in 1924. During this period the 
United States gained over $1,500,000,000 
in gold. In paying out a part of this 
gold into circulation, the reserve banks 
reduced the total of their reserves and 
lowered the reserve ratio somewhat be- 
low what it would otherwise have been. 
Having a circulating reserve of gold 
made it possible to meet demands for gold 
for export out of certificates in circu- 
lation, without materially changing the 
total reserves of the reserve banks. The 
increased circulation of gold certificates 
was also intended to signalize the return 
to the normal pre-war conditions, when 
gold had formed a larger part of the 
circulation. 


Gold Notes Declined 


tng policy of increasing the circula- 
tion of gold certificates was main- 
tained until 1925, and from that time 
until 1928 the volume of both gold cer- 
tificates and Federal reserve notes con- 
tinued at a fairly constant level except 
for the usual seasonal fluctuations. 
Accompanying the decline in the total 
volume of money in circulation, which 
began in the middle of 1927 and con- 
tinued in 1928 and 1929, there was a re- 
duction in the circulation of both Fed- 
eral reserve notes and gold certificates. 
The decline in gold certificates, however, 
has been somewhat more pronounced in 
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yecent months than the decline in Fed- 
eral reserve notes. The seasonal increase 
in the demand for currency in the au- 
tumn of 1928 was met largely by the 
issue of Federal reserve notes, as is 
indicated by the chart. At the end of 
April, 1929, the total of gold certificates 
in circulation was almost $100,000,000 
less than at the end of April, 1928, while 
the circulation of Federal reserve notes 
increased somewhat during the same 
period. Thus a small part of the gold 
exports in 1928 were reflected in a re- 
duction of gold certificates in circulation, 
but for the most part the export demand 
was met from the holdings of Federal 
reserve banks. 

National bank notes, like United 
States notes, date back to the time of the 
Civil War when the national banking 
system was founded, and when the privi- 
lege of note issue was one of the most 
important prerogatives of American 
banks. The use of government securi- 
ties as collateral for the notes served a 
double purpose, at that time, to afford 
security for note issue and to enlarge 
the market for United States Govern- 
ment bonds. Prior to the Federal Re- 
serve System, national bank notes 
formed the second largest element in the 
currency, and were exceeded in impor- 
tance only by gold certificates. 


In Order of Charter 


A? present about $640,000,000 in na- 
tional bank notes is in circulation— 
constituting about 14 per cent of the 
total circulation — and an additional 
$50,000,000 is held by Federal reserve 
banks. These notes are secured by bonds 
of the United States Government bear- 
ing the circulation privilege, consisting 
of the issue of about $600,000,000 of 2 
per cent United States consols and two 
Panama Canal loans aggregating about 
$75,000,000. In addition a lawful money 
redemption fund of 5 per cent of the 
total circulation secured by United 
States bonds is on deposit in the Treas- 
ury. 

Plans for the issue of small-size cur- 
rency precipitated a discussion of 
whether national bank notes were to be 
retired from circulation in 1930 by the 
calling of the large issue of 2 per cent 
consols which mature in that year, and 
which furnish the bulk of security for 
the national bank notes now outstand- 
ing. However, the Secretary of the 
Treasury has recently announced that 
he has concluded that the early retire- 
ment of national bank notes would be 
inadvisable and that national bank notes 
will be issued in the new small-size cur- 
rency, beginning with the issue of notes 
of certain national banks about July 15. 
They will be printed and issued in order 
of charter members of  note-issuing 
banks. 

The introduction of national bank 
notes into circulation is one of the most 
complex problems connected with the 
introduction of the new currency. When 
national bank notes are presented to the 
Treasury, they are counted and assorted 
by banks of issue, of which there are 
over 6200, and during this process they 
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When your customers 


A NATIONAL CITY 
MAN CAN HELP YOU 


want to invest 


Many of your customers naturally expect you 


to have at your fingertips a host of investment 


suggestions to aid them in putting their sur- 


plus funds to work. If you are not in position 


immediately to make such suggestions, all 


you need do is telephone The National City 


Company’s nearest branch office. Here a man 


experienced in sound investments will gladly 


help you solve the problem. You should be 


able easily to meet your customers’ needs 


from our widely diversified investment list. 


The National 


City Company 


National City Bank Building, New York 


Offices in more than 50 leading cities throughout the world 


BONDS 


are charged against the 5 per cent re- 
demption fund held in the Treasury. 
New notes cannot be issued until unfit 
notes have gone through a certain rou- 
tine, the speed of which is fixed by the 
capacity of the Treasury’s staff to han- 
dle replacements and by the size of the 
redemption fund. The complete turn- 
over of national bank notes now occurs 
once in a little more than a year, when, 
of course, there is no pressure for haste 
in return from circulation or in redemp- 
tion. Inasmuch as small-size currency 
can be issued only in exchange for the 
large-size, large-size notes may be in 
circulation for some time, although spe- 
cial arrangements have been made to 
speed up the process of redemption. 


SHORT TERM NOTES 


ACCEPTANCES 


Investment Trusts Listed 


Tt announcement by the New York 
Stock Exchange that it would list the 
securities of investment trusts of the 
management type is another step in the 
remarkable progress of the investment 
trust movement in the United States in 
the past five years according to the In- 
dex, published by the New York Trust 
Company. Helped by an exceedingly 
favorable security market even since 
1924, the number and size of investment 
trusts has expanded enormously, and it 
is now estimated, says the trust com- 
pany, that there are at least 450 in 
operation, an increase of well over 100 
per cent within the past year. 
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More than $110,000,000 in dividends 
paid to owners of 
Cities Service Common stock 


On June 1, more than 130,000 investors located 
in every state of the union and in foreign countries 
received checks representing the 200th dividend 
paid by Cities Service Company on its Common 
stock. 


Total dividends paid in cash and securities on 
Cities Service Common stock have now passed the 
$110,000,000 mark. 


This unusual record is made possible by the 
steadily increasing earnings of Cities Service 
Company. In the twelve months ended April 
30, 1929, net earnings were $35,708,000, the 
largest for any year in the history of the company. 
Net to Common stock and Reserves for the same 
period were equal to 22.62% on the average 


amount of Common stock outstanding. 


By investing now in this 18-year-old, seasoned 
security, you can still get a net yield on your money 


of about 7%. 


HENRY L. DOHERTY & COMPANY 
60 Wall Street © New York City 


Branches in principal cities 


Clip and mail the coupon 


HENRY L. DOHERTY 
& COMPANY 
60 Wall St., New York 


Please send me, with- 
out obligation, full in- 
formation about Cities 
Service Common stock. 
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The A. I. B. Convention 


(Continued from page 24) 


on his tour in thirty-seven states to visit 
eighty-five of the more than 200 Institute 
chapters, said his visits had demonstrated 
that these courses are now attracting by 
the power of their program only the best 
type of bank men and women. 

“TI can report today that the Institute 
is in robust condition,” he said. “Our 
courses and textbooks are beginning to 
feel the quickening influence of the 
touch of our new National Educational 
Director, Dr. Harold Stonier. In line 
with the best pedagogic thought, the re- 


quirements for the pre-standard and 
standard certificates have been in- 
creased. 

“The Giannini public speaking endow- 
ment fund of $50,000 looms larger with 
each passing year. Nothing has ever 
been done in the history of the Institute 
which has given such an impetus to pub- 
lic speaking as this. We are profoundly 
grateful to our benefactor, Mr. Giannini, 
who in this most unusual way is doing 
so much to encourage dignified public 
utterance in our profession. 
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“The record shows that quality 
growth is keeping steady pace with 
quantity increase. Our courses are not 
only more in number but they are better 
and more thorough in content. Likewise 
our student body not only represents an 
increasing enrollment, but a more seri- 
ous purpose as is reflected in a steadily 
decreasing mortality ratio. Judged by 
all the commonly accepted standards 
of measurement, the Institute is march- 
ing steadily on to bigger and better 
things. Each year marks an advance, 
not only in quantity but in quality.” 


Evidence of Proficiency 


_ report of Educational Director 
Stonier brought out the significant 
contacts of the work of the Institute 
with the peculiarly important evolution 
which marks the present day banking 
epoch. 

“If you were to characterize this year 
in the history of organized banking by 
any one phrase, it would probably be 
this: This year is outstanding because 
of the emphasis placed upon the general 
subject of bank management,” he said. 
“Perhaps more literature, more facts 
and figures and research have been in- 
dulged in and revealed during the years 
1927, ’28 and ’29 than any other time in 
the history of organized banking. 

“A great financial magazine, not re- 
lated directly or indirectly to the In- 
stitute or the American Bankers Associ- 
ation, discussing the subject of bank 
management, said this: ‘During the last 
twenty-five years the quiet but effective 
work of the American Institute of Bank- 
ing has done much to raise the standard 
of bank management in this country. 
In the next twenty years, if these great 
institutions we are now building are 
going to function in any degree up to 
their expectation, it will be because in 
their management will be represented 
great numbers of standard certificate 
holders of the American Institute of 
Banking.’ 

“During this year, over a score of 
state bankers’ associations have in- 
dorsed the work of the Institute and 
recommended to their membership that, 
wherever possible, they urge the work 
of the Institute, urge their people to 
attend classes, and that they be respon- 
sible for help in the organization of new 
classes and new Institute chapters, and 
they went on record as indorsing as an 
evidence of proficiency in the banking 
profession the study leading toward 
standard certificates of the Institute. 
Over a score of state bankers’ associ- 
ations have put that emphasis and that 
evaluation themselves upon the work of 
this organization during this past year. 

“From these various sources comes a 
crystallized expression of opinion that 
the educational approach to the problem 
of bank management is the only ap- 
proach fundamentally sound and worth 
while.” 


Membership Grows 


{CHARD W. HILL, National Secre- 
tary, reported that in addition to 
an increase in membership of more than 
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3500, class enrollments in the year had 
reached the total of 42,835. Standard 
certificate holders have increased, he 
said, until Institute graduates now 
number 12,279. He added: 

“The success of the year’s work may 
be attributed to two factors—leadership 
and loyalty. The leadership has been 
provided by President Totton, but that 
leadership possibly would have been 
fruitless had it not been for the loyal 
support of the chapters. The national 
organization is grateful to all those in- 
dividual members who have sunk per- 
sonal ambitions and local desires in 
order that this Institute’s national pro- 
gram might have greater and broader 
significance.” 

Craig B. Hazlewood, President of the 
American Bankers Association, signal- 
ized in his address both the interest 
of the senior bankers in the Institute 
and his confidence in the value of the 
contribution it is making to the evolu- 
tion of better banking. 


Officers Elected 


W J. EVANS, Assistant Federal 
@ Reserve Agent of the Dallas 
Federal Reserve Bank, was elected Pres- 
ident of the American Institute of Bank- 
ing, advancing from Vice-President, and 
Ben B. Aley, vice-president, The United 
States National Bank, Denver, Colo., 
was elected Vice-President, both with- 
out opposition. 

The following were elected to the Ex- 
ecutive Council: Colman Mockler, Mer- 
cantile Commerce Bank and Trust Com- 
pany, St. Louis, Mo.; T. Hunton Leith, 
assistant cashier, Security Savings & 
Commercial Bank, Washington, D. C.; 
Charles F. Ellery, assistant secretary- 
treasurer, Fidelity Union Trust Com- 
pany, Newark, N. J., and Albert S. 
Puelicher, vice-president Marshall & 
Ilsley Bank, Milwaukee, Wis. 

Denver, Colo., was chosen for the 1930 
Convention. 


Ruling on Travelers’ 
Checks 


" question of whether funds held 
by a bank against American Bankers 
Association travelers’ checks are deposit 
liabilities against which reserves must 
be maintained has been raised by a mem- 
ber of the Federal Reserve System. 

In an opinion the Federal Reserve 
Board ruled that funds held by a mem- 
ber bank against travelers’ checks issued 
in exchange for cash and outstanding 
are deposits within the meaning of Sec- 
tion 19 of the Federal Reserve Act, 
against which reserves must be carried. 
For the purposes of this question, the 
Board ruled there is little difference be- 
tween funds held by a bank against out- 
standing liabilities on travelers’ checks 
and funds deposited in an ordinary 
checking account. Inasmuch as they are 
payable on demand, such deposits are 
classified as demand deposits and not 
time deposits. 

The member bank which raised the 
question relied upon a ruling published 


Bank Selected 


STAINLESS STEEL 


_ magnificent new vault 

in the Foreman National 
Bank of Chicago will never need 
polishing ...never become old, 
it is lined with Stainless Steel. 


@ Stainless Steel is tough... 
many times tougher than or- 
dinary Steel and being unaffec- 
ted by rust, tarnish or corrosion, 
it has a permanent brilliance 


In Cricaco— 


The Foreman National 
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-..an Enduring Beauty that 
rivals silver. 

@ There are endless possibil- 
ities in every business for the 
use of Stainless Steel, for Stain- 
less Steel is not limited in 
physical properties. There is 
a type for every need. Cutlery, 
Golf Clubs and Automobile 
parts are now available in 
Stainless Steel. 


Genuine Stainless Steel is manufactured only under the patents of the 


AMERICAN STAINLESS STEEL CO. 


Commonwealth Building . Pittsburgh, Penna. 


STAINLESS STEEL 


by the Board in 1921 to support the 
contention that no reserves are required 
against funds held to meet travelers’ 


checks. This ruling held that under cer- 
tain specified circumstances, money paid 
in anticipation of the maturity of an 
acceptance would not be deemed a de- 
posit within the provisions of Section 19 
of the Federal Reserve Act. Money paid 
in anticipation of the maturity of an 
acceptance is not in all respects, accord- 
ing to the Board, analogous to funds 
held by a bank and representing out- 
standing travelers’ checks. 

There is, however, the Board pointed 
out, a later and more comprehensive 
ruling with reference to the class of 


funds against which reserves must be 
maintained. This ruling, published in 
1922, lays down the broad principle “that 
all funds received by a bank in the 
course of its commercial or fiduciary 
business must be treated either as de- 
posits against which reserves must be 
carried or as trust funds subject to the 
ordinary restrictions and safeguards 
imposed upon the custody and use of 
trust funds.” This ruling was intended 
to modify any previous rulings in so far 
as they might be regarded as inconsis- 
tent therewith. 


Read the warnings in the Protective 
Section. 
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National Union 
Mortgage Bonds 


For Those Who Demand 
Assured Safety 


BANE OF THE outstanding features of 
National Union Mortgage Bonds is the fact 
that these bonds are suitable for practically any 
investor who has a few thousand dollars to in- 
vest as well as for the financial institution that 
is seeking safe, productive employment for 


part of its funds. 


Safety is assured by the rigid requirements 
which must be met in creating these bonds and 
by the protection of one of the four following 
Surety Companies which irrevocably guarantees 
both the principal and interest of the under- 
lying mortgages or bonds: 


U. S. Fidelity & Guaranty Co. 


Maryland Casualty Co. 
Fidelity & Deposit Co. 


Baltimore 


National Surety Co. 
New York 


Booklets on Request 
NATIONAL UNION MORTGAGE Co. 


Baltimore - 


Maryland 


MACKUBIN, GOODRICH & Co. 


Fiscal Agents 
111 E. Redwood Street 


Established 1899 
Baltimore, Maryland 


The Macallen Decision 
(Continued from page 32) 


statute exempted from considera- 
tion as a part of the measure of the tax all 
interest upon the non-taxable securities. The 
amended act now in force has the effect of 
repealing this original provision and impos- 
ing a burden upon the securities from which, 
by express language, they had _ theretofore 
been free. This was a distinct change of 
policy on the part of the Commonwealth, 
adopted, as though it had been so declared 
in precise words, for the very purpose of 
subjecting these securities pro tanto to the 
burden of the tax. This conclusion is con- 
firmed, if that be necessary, by the report 
of the special commission appointed by the 
legislature to investigate the subject of taxa- 
tion of banking institutions, Mass. 1925 
House Documents, No. 233, from which we 
quote: 

“ ‘Further, 


original 


the Commission addressed it- 


self to the question of what might properly 
be considered as “net income” for the pur- 
poses of this proposed tax. The national 
banks and trust companies in their returns 
to the federal government and to the state 
under the 12% per cent income tax law are 
allowed certain deductions of income from 
specified types of securities in addition to 
the expense of conducting their business, bad 
debts, losses, etc. The business corporations, 
also, are allowed the same deductions. In 
the opinion of the Commission there is no 
valid reason why, for purposes of this tax, 
such income exemption should be allowed. 
Corporations differ from the individual. Bust- 
ness corporations hold tax-exempt securities 
generally, not because they fit into the pur- 
pose of their organization, but for the bear- 
ing they may have upon tax payments. 
“‘The Commission believes that the in- 


come upon which this tax should be laid, s: 
far as national banks are concerned, should 
be the total net income from whatever 
source, after the proper deductions have 
been made for the cost of doing business 
and losses. So far as relates to the business 
corporations, the same should be the cas: 
in respect to the 2% per cent part of th: 
excise measure based on net income. 

“It is true that this extension of “net 
income” for the purpose of this tax would 
increase the tax which business corporation 
now pay, but the Commission after investi- 
gation believes that such increased tax would 
be relatively small. Many corporations in- 
vested in Liberty Bonds and other govern 
ment securities during the war for patriotic 
reasons, which practice, so far as business 
corporations are concerned, is not generally 
prevalent at present, and the Commission 
believes will not exist in the future to any 
appreciable extent. So that it is its opinion 
that such, if any, increased burden upon 
business corporations will not be appreciable. 

“In respect to national banks and trust 
companies the situation is somewhat differ- 
ent. Considerable in amount of the assets 
or surplus funds of financial institutions ars 
invested from time to time in securities now 
exempt from taxation either under federal 
or state law. The income of banking insti 
tutions from these sources is relatively much 
greater than that of other corporations. In 
endeavoring to reach a basis for a fair and 
equitable tax on national banks the Com- 
mission, as previously stated in this report, 
was limited to the methods permitted unde: 
Section 5219 of the United States Revised 
Statutes. A tax in the nature of an excise 
tax upon the income of the bank is an equi- 
table and proper tax,.. .’ 

“This report received the consideration of 
the legislature and, it is fair to suppose, 
constituted the basis for adopting the amend 
ment here assailed. The effect of the report 
is that non-taxable bonds nevertheless should 
be subjected to the burden of the tax; and, 
since that could not be imposed directly, the 
clear intimation is that it be imposed in- 
directly through the medium of the so-called 
‘excise.’ 

“It has been suggested that the object of 
the change was to conform the taxation of 
business corporations to that authorized by 
Congress for the taxation of national banks. 
Whether under recent federal statutes, states 
are authorized to impose a tax upon the 
income from United States bonds held by 
national banks, we need not stop to inquire. 
Certainly there is no statute of the United 
States which undertakes to authorize a state 
to impose a tax upon such bonds held by 
other kinds of corporations. And what 
power Congress has under the Constitution 
in respect of such authorization we need not 
now determine. It is clear that authority, 
even if given, to impose a tax on federal 
bonds in the case of national banks does not 
include, by implication or otherwise, the 
authority to impose a tax upon such bonds 
held by ordinary corporations. 

“It is also suggested in that connection 
that the amendment in question is necessary, 
and that its real object was, to avoid dis- 
crimination forbidden by federal statutes 
against national banks. But it is enough 
to say that if such discrimination would 
otherwise result it must be avoided by some 
method which does not involve the imposi- 
tion of a tax which uniformly for a century 
has been condemned by this Court as uncon- 
stitutional. The state may not save itself 
from infringing an Act of Congress by vio- 
lating the Constitution. 

“We conclude that the amended act in 
substance and effect imposes a tax upon 
federal bonds and securities; and it neces- 
sarily follows that the act in substance and 
effect also imposes a tax upon the county 
and municipal bonds. In both respects, the 
act is void. As to the former, the act is in 
derogation of the constitutional power of 
Congress to borrow money on the credit of 
the United States, as well as in violation of 
the Acts of Congress declaring such bonds 
and securities to be non-taxable; and as to 
the latter, the act impairs the obligation of 
the statutory contract of the state by which 
such bonds were made exempt from state 
taxation.” 


Consequences of Decision 


HILE the petition for rehearing is 

Y pending it is too early to accept the 
Macallen decision as conclusive, even for 
the state of Massachusetts. The Supreme 
Court after full consideration of the his- 
tory and purpose of the excise law in 
Massachusetts may change its viewpoint 
and hold that, after all, the inclusion of 
tax-exempts in 1925 was permissible as 
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a legitimate excise and was not for the 
sinister purpose of taxing the income 
from tax-exempt securities under the 
guise of an excise. 

Except in the case of the national 
banks of the country whose income from 
tax-exempts approximates about 10 per 
cent of total gross income and of state 
banks which derive about 6 per cent of 
their gross income from this source, the 
income from tax-exempts is only a small 
part of the aggregate income of corpora- 
tions. This is strikingly illustrated by 
the accompanying figures taken from the 
Corporation Income Tax Returns to the 
Federal Government for 1926 (the first 
line in each case indicating figures for 
corporations reporting net income and 
the second line for corporations report- 
ing no net income): 


Interest 
on Fed- 
eral, State 
Gross and Munici- 
Income pal Bonds 
$52,921,593,976 $82,717,178 
9,573,203,052 6,259,027 
$62,494,797,028 $88,976,205 
TrAGe $33,459,062,756 $11,348,523 
7,478,473,042 1,587,870 
$40,937,535,798 $12,936,393 
Nat. Die, $1,018,378,678 $97,495,388 


208,126,668 
$1,226,505,346 


30,072,2 
$127,557,522 


All State banks 
(inc. trust 
cos., sav. bks., 
private bks.) $1,739,608,947 

294,090,506 


$2,033,699,453 


$91,089,290 
32,549,801 


$123,639,091 


The figures for Massachusetts corpo- 
rations are equally interesting. Manu- 
facturing corporations in that state, in- 
cluding those reporting no net income, 
had a gross income in 1926 of $3,394,- 
652,165 of which only $4,457,558 was in- 
terest on Federal, state and municipal 
bonds; trade corporations had gross in- 
come of $2,023,279,046 and received in- 
terest on such tax-exempts of only $778,- 
780. National banks reported gross in- 
come of $63,802,440 of which $1,505,363 
was derived from Federal, state and mu- 
nicipal bonds and state banks of all kinds 
received a gross income of $39,428,144 
of which $1,992,769 was interest on Fed- 
eral, state and municipal bonds. 

In view of these figures, how can it be 
said as a general proposition that the 
inclusion of income from tax-exempts in 
the measure of the excise is other than 
incidental to the main purpose of an 
equitable distribution of the tax burden? 
This beneficial purpose can better be ac- 
complished in the form of an excise than 
by a straight income tax, for. under the 
latter, some particular corporation may 
entirely escape its fair share of the tax 
burden where its expenses equal its en- 
tire income, except that derived from 
tax-exempts. Is it too much to expect 
that when the Supreme Court is supplied 
with additional data as to the purpose of 
the excise in Massachusetts, not taking 
into consideration when its original opin- 
ion was rendered, it may change its view 
and hold the Massachusetts excise legiti- 
mate and not sinister in purpose? 

Furthermore, this decision can only 
be taken as applicable to the situa- 


A GES ago, 
Master 
Craftsmen in 
Spain wrought 
exquisite Cathe- 
dral Grilles of 


enduring iron. 
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Today this art 
findsexpressionin 
bank screens and 
check desks, as at 
the First Nation- 
al Bank, Ashley, 
Pa. 


‘Bricks... and “Banking 


- Seo large number of new bank buildings erected in recent years 
has given observant bankers an opportunity to see that some 


bank buildings do, and some do not, help the bank’s business. Many 
of the new buildings, by reducing lost motion and attracting new 
customers, justify their cost almost immediately. There are some 
new structures, on the other hand, that do no more for the bank 
than provide respectable shelter. 

Only experience in designing bank buildings can insure the 
desirable result. Keeping everlastingly at the same kind of problem 
leads to greater skill in solving such problems. More than mere 
facility is gained. From experience comes keen insight into the less 


obvious phases of the problem . . 


to the inexperienced. 


. . factors which are unknown 


By such means can those who have dealt long and conscien- 
tiously with banks’ building —. derive from their experience 


a very useful knowledge o 


contribute to the bank’s growth. 


the factors, in bank buildings, that 


Years spent in designing building 


after building, enable such men to recognize many surprising con- 
nections between bricks, as it were, and banking. 


TILGHMAN MOYER COMPANY 


The Design, Construction and Equipment of Bank Buildings 
ARCHITECTS « ENGINEERS 


Te gist of our expertence is contained in 
“Building the Bank for Business.”” This 
booklet describes the principals of sound bank 
buildings; not how these principles ought to 
work, but how they are working for the suc- 
cess of many bankers. Written by architects, 
it contains much that a banker should know 
before approaching his architect. 

You are welcome to a copy. The coupon 
will bring it to you without obligation, by 
return mail. 


TILGHMAN Moyer Company, Allentown, Pa. 
Gentlemen: Without obligation, please mail 

me a copy of the booklet “Building the Bank 

for Business.” 

Name: 


Address :__ 


tion in Massachusetts based on certain 
specific acts of its legislature and it is 
not unreasonable to assume that its con- 
sequences are local to that state and will 
not apply to the excise systems of other 
states. The state of New York has since 
1919 imposed a 4% per cent franchise tax 
on business corporations measured by 
their net income, which includes income 
from Federal and state bonds, and no 
question has ever been raised as to the 
validity of this law which, since 1927, 


has been extended to state banks, trust 
companies and financial corporations and 
a similar tax, measured by net income, 
to national banks. New York state will, 
we are advised, file a brief in support of 
a rehearing. 

The states of California, Oregon and 
Washington have this year adopted sim- 
ilar excise tax laws, measured by net in- 
come including income from tax-exempts 
applicable to banks, financial and busi- 
ness corporations, and after full study 
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LEANING on the LEVER 


The old Lifting principle as applied 
by Modern Management 


The most interesting fact about Modern 
Management is that its logic is as old and as 
so as the hills. 


With Archimedes, 2000 years ago, it says, 
today, “Give me a place to stand, and the 
right Jevers, and I will move the world.” 


With vision, based on dependable facts and 
figures, Modern Management makes for itself 
the “place to stand.” And it leans on its 
levers. With sound Organization, Research, 
Budget Control, System, Order, it lifts with 
ease and precision its ever-increasing load of 
greater and greater accomplishment. 


To assist Management in the right selection 
of these most effective tools of business is the 
service of Modern Accountancy. It contributes 
the resources of specialized knowledge and 
experience to developing the lifting, saving, 
economic practice of “‘Jeaning on the lever.’’ 


ERNST & ERNST 


ACCOUNTANTS and AUDITORS 
SYSTEM SERVICE 


NEW YORK PITTSBURGH CLEVELAND CHICAGO NEW ORLEANS 
PHILADELPHIA WHEELING AKRON MILWAUKEE JACKSON 
BOSTON ERIE CANTON MINNEAPOLIS DALLAS 
PROVIDENCE ATLANTA COLUMBUS ST. PAUL FORT WORTH 
BALTIMORE MIAMI YOUNGSTOWN INDIANAPOLIS HOUSTON 
RICHMOND TAMPA TOLEDO FORT WAYNE SAN ANTONIO 
WINSTON-SALEM CINCINNATI ST. LOUIS DAVENPORT waco 
WASHINGTON DAYTON MEMPHIS DETROIT SAN FRANCISCO 
BUFFALO LOUISVILLE KANSAS CITY GRAND RAPIDS LOS ANGELES 
ROCHESTER HUNTINGTON OMAHA KALAMAZOO SEATTLE 
DENVER 


of the Macallen decision, competent coun- 
sel in the West have rendered the opin- 
ion that, whatever may be held as to 
Massachusetts, the laws of these three 
states are valid as a legitimate excise. 
It seems to be the decision of the tax 
authorities in all these excise states to 
proceed under the existing law on the 
assumption of its validity; that while 
the Macallen decision may throw some 
slight doubt upon the legality of the in- 
clusion of tax-exempts, it is not to be 
regarded as having this effect at the 
present time. 

So far as the banks are concerned, 
notwithstanding they are larger holders 
of tax-exempts than any other class of 


corporation and would derive a benefit 
from a ruling that income therefrom 
could not be included in measuring the 
tax, expressions have already been made 
by representatives of bankers’ organiza- 
tions in some of the above states, look- 
ing to agreements to pay the excise and 
not question its validity. 


Position of A. B. A. 


HE American Bankers Association 
went on record at Houston and again 
at Philadelphia as opposed to any amend- 
ment to Section 5219, and this remains 
the position of the association. It would 
require action by the next general con- 


vention before there can be any change 
of policy. The attempts heretofore, by 
tax commissioners of a few states to 
amend the share tax provision of Sec- 
tion 5219 have been successfully opposed 
and the arguments and reasons why that 
sixty-year-old protective provision should 
stand as it is are as good now as here- 
tofore. The association has been point- 
ing out the income basis as an alterna- 
tive which may be adopted by any state 
as a substitute for share taxation. The 
Macallen decision does not affect the fun- 
damentals of the income basis but only 
relates to one of the methods by which 
it is worked out and applied. We do not 
believe it will ultimately be held that an 
excise tax measured by net income can- 
not include as part of the measure that 
portion of the income derived from tax: 
exempts; the only extent to which it has 
been so held is where the excise is 
adopted as a guise for the express pur- 
pose of taxing exempt securities. If, 
however, it ultimately develops that per- 
mission to the states given by the fourth 
alternative of Section 5219 is not effec- 
tive to permit the inclusion of income 
from tax-exempts, there are other ways 
in which the income basis may be applied 
to derive an adequate and fair revenue 
from both banks and business corpora- 
tions. The Special Committee on Section 
5219 of the American Bankers Associa- 
tion is giving full consideration to all 
phases of the subject. 


The Keeper of the 
Nation’s Credit 


(Continued from page 36) 


weapon to use. If a Federal reserve 
bank orders its member banks to liqui- 
date all collateral loans before they offer 
paper for rediscount the blow which will 
fall at the place aimed, would be far 
more certain in effect than would any 
other available weapon, and would have 
the decided advantage of not affecting 
adversely agriculture, commerce, and in- 
dustry. If member banks knew that 
they could not rediscount so long as they 
held speculative collateral security in 
their portfolios they undoubtedly would 
curb or cease to make such loans. This 
would frighten other banks, firms, and 
corporations and would cause them also 
to pause in their speculative lending, 
since it well may be doubted whether 
they would risk the possibilities of hav- 
ing their lines of credit with member 
banks cut off. They would fear also the 
psychological effect upon the speculative 
market of the steps taken by the mem- 
ber banks. 

The total and final results should be 
effective enough. That any ensuing col- 
lapse in the securities market would af- 
fect commerce and business adversely is 
altogether doubtful. The Federal Reserve 
System holds reserves twice the amount 
required and is amply able to take care 
of the demands of the legitimate busi- 
ness to which its benefits are extended 
without a ripple on the surface of those 
activities. The only real problem which 
exists is to get the poison of abnormal 
speculation out of its system. To do this 
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is one of its proper, although minor, 
functions; and to accomplish it the board 
and Federal reserve banks have been 
provided with ample and_ effective 
weapons. 

The argument that the Federal re- 
serve banks have no right to take any 
action which may result in a fall in secu- 
rities values is old and worthless. It is 
not the function of the Federal reserve 
banks to cause the collapse of any kind 
of values, but it is their function under 
the terms of the act to see that Federal 
reserve credit is used properly and for 
purposes stipulated in the act, and if 
the exercise of that general function 
curbs this or that activity it is merely 
incidental; if well grounded the credit 
will not be curbed nor will it collapse. 


Always Hurts Some 


few agricultural classes were loud in 
condemning the Federal Reserve Sys- 
tem when prices collapsed in 1920. Some- 
body always feels the pressure when 
credit control begins but it is the reck- 
less few in the interest of the great 
majority. The exclusion of those who 
wish to secure what does not belong to 
them always hurts those excluded, but 
they have no claim to protection. 

The speculator in cotton, in wheat, or 
in land is not protected under the Fed- 
eral Reserve System; his paper cannot be 
rediscounted and if he speculates exces- 
sively and member banks lend to him too 
freely all must expect to take the conse- 
quences, since Federal reserve credit is 
designed to aid those persons engaged in 
the productive and marketing, not the 
speculative, aspects of agriculture, com- 
merce, and industry. There is no legiti- 
mate ground on which speculators in se- 
curities can insist that the Federal re- 
serve banks cannot protect their own 
credit for its legitimate uses. Nor is 
there any ground on which they can 
claim a protection which is not accorded 
to other speculators when steps are 
taken to see that they do not use it in 
activities for which it was never de- 
signed. 

The act specifically excludes invest- 
ment securities by providing that in the 
definition of the paper eligible for re- 
discount “such definition shall not in- 
clude notes, drafts, or bills covering 
merely investments or issued or drawn 
for the purpose of carrying on trading 
in stocks, bonds, or other investment 
securities, except bonds and notes of the 
Government of the United States.” 

It should be clear, therefore, that the 
Federal reserve banks and the board 
not only have the authority under the 
act but it is their duty to prevent the 
use of Federal reserve credit in the 
stock market. A recognition of this fact 
disposes of the contentions of those who 
insist that the system possesses no such 
authority. The board and the Federal 
reserve banks not only have this author- 
ity but if they failed to take steps to 
check the use of their credit for specu- 
lative purposes they would be remiss in 
their duty under the terms of the act. 

Those who are making proposals to 
the effect that the Federal reserve 
banks and board should do this or that 
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Fixed Trust Shares 


Original Series and Series B 


Basic Industry Shares 


American Basic-Business Shares Corporation 
Depositor | 
67 Wall Street, New York City | 


The Equitable Trust Company of New York 
Trustee 


American industries: 


Railroads 


Illinois Central R.R. Co. 
Louisville & Nashville R.R. Co. 
New York Central R.R. Co. 
Northern Pacific Ry. Co. 
Pennsylvania R.R. Co. 
Southern Pacific Co. 

Southern Railway Co. 

Union Pacific R.R. Co. 


Utilities and Quasi- 

| Utilities 

American Tel. & Tel. Co. 
General Electric Co. 

Pullman, Inc. 

Western Union Telegraph Co. 
Westinghouse Elec. & Mfg. Co. 


tached to certificates. 


by the following firms: 


120 So. La Salle St., Chicago, Ill. 


for Central section of 
the United States 


IXED TRUST Shares and Basic Industry Shares rep- 
resent a participating interest in property (deposited 
with the trustee), consisting of cash and a unit of com- 
mon stocks of the following nationally known basic 


|| Dividends are payable semi-annually against coupons at- 


Fixed Trust Shares and Basic Industry Shares are sold to 
investors by established investment houses and banks in 
most of the important cities of the United States and in 
several foreign countries, and are wholesaled to dealers 


Industrials 
American Can Co. I 
American Radiator Co. 
American Tobacco Co. “B” 
duPont {E.I.} de Nemours & Co. 
Ingersoll-Rand Co. 
International Harvester Co. 
National Biscuit Co. 1} 
Otis Elevator Co. 
Timken-Roller Bearing Co. | 
United Shoe Machinery Corp. 
United States Steel Corp. 
Woolworth {F. W.} Co. 


Standard Oil Group 
Standard Oil Co. of Cal. | 
Standard Oil Co. of Ind. | 
Standard Oil Co. of N. J. 
Standard Oil Co. of N. Y. | 
Vacuum Oil Co. \} 


F. J. Lisman & Co. 


44 Wall Street, New York City 


for Eastern section of the United States 
and foreign countries 


Smith, Burris & Co. 


Ross Beason & Co. 
Salt Lake City, Utah 


‘or Western section of 
the United States 


thing not comprehended in the act 
should realize that the only way to meet 
some of their demands is to amend the 
act. The proposals have been many and 
no attempt will be made to mention them 
all; indeed no attempt will be made to 
do more than point out certain funda- 
mental considerations which appear to 
have received little attention by those 
who have proposed “solutions” of vari- 
ous kinds. 

It should be understood that this 
country has developed, rightly or wrong- 
ly, a group of specialized banking sys- 
tems each confined more or less rigidly 
by law to specialized functions, and each 
so dovetailed with and related to the 
others as to provide what is commonly 
thought of as an “organized banking 
system.” 


We have our commercial banks, our 
mortgage banks, our intermediate credit 
banks, our savings banks, our trust com- 
panies, our investment banks, our spe- 
cialized consumptive credit institutions, 
and so on. Whether specialized types of 
banks confined to specific functions are 
better than a heterogeneous type may be 
an open question. It is true, however, 
that we have developed the former and 
those who propose to extend the func- 
tions of the Federal reserve banks to in- 
clude the financing of speculative and in- 
vestment securities should realize that 
what they are criticizing is one of the 
fundamental principles of our organized 
banking system. 

This is not to say that such proposals 
are not wise since heterogeneous financ- 
ing already has crept into various as- 
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Now, in St. Louis, 


a greater bank places 


enlarged facilities and ability 
to serve at the disposal of old 


clients and prospective patrons... 
“Mercantile and Commerce’ 


were synonyms for service~ 


“Mercantile-Commerce carries on 


Mercantile-Commerce 
Bank and Trust Company 


Locust ~ Eighth~ St. Charles 
St. Louis 


pects of our specialized types of banking 
and there is nothing particularly illog- 
ical about asking for a little more of it 
in the Federal Reserve System. The 
Bank of England, the Bank of France, 
and the Reichsbank all deal in such in- 
vestment paper (called Lombard loans) 
although they do it under penalty rates 
as compared with the rates exacted on 
commercial paper. These foreign sys- 
tems are more heterogeneous than ours 
and the question well may be asked 
whether it might not be wise to abandon 
somewhat the idea that there are more 
virtues in a specialized than in a mixed 
type of banking. 

One possibility doubtless is to amend 


the act to permit the Federal reserve 
banks to deal in such paper along lines 
similar to those employed abroad. The 
wisdom of such a’ proposal is open to 
several grave questions and doubtless 
would be opposed bitterly by those who 
believe in the wisdom of keeping our 
Federal Reserve System intact as a spe- 
cialized commercial, industrial, and 
short-time agricultural banking system. 


Traditions Needed 


OR those who wish to maintain the 
Federal Reserve System as it is and 
who, at the same time, believe that the 
banks are not providing adequate facili- 
ties to meet the demands of the securi- 
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ties market a possible, if not probable, 
solution lies in developing another spe- 
cialized type of bank designed to finance 
the stock brokers through the call money 
market. There are many sound ar- 
guments for such a procedure; it can 
develop from private initiative as cir- 
cumstances seem to dictate; and it will 
render unnecessary a tampering with 
the Federal Reserve System which would 
appear to involve genuine dangers if re- 
cent views of certain members of Con- 
gress are indicative of what any impor- 
tant group of legislators might do in 
case efforts are made to amend the act. 

It appears that any solution that can 
be worked out through the creation of 
call money banks and that will leave in- 
tact the Federal Reserve System is emi- 
nently wise. Hacking at the system is 
dangerous. It required a long hard fight 
to get it, peculiar as that fact should 
seem, and the system has too many out- 
standing virtues to warrant the assump- 
tion of the risks involved in subjecting it 
to the proposed amendments at the pres- 
ent time. The type of attack aimed at it 
in the last few months should be suffi- 
cient to warrant those who appreciate 
its virtues using every weapon available 
to protect it against its enemies. 

We are not central-bank wise in this 
country. We cannot develop a sound 
system and keep it out of politics. We 
seem unable to develop a tradition to 
keep hands off. Our extreme specializa- 
tion in banking is part and parcel of the 
American habit of legislating down to 
the last detail in banking. It is in 
marked contrast to the practice in a 
country like England in which custom 
and expediency have been permitted to 
play such a large part. Fortunately the 
Federal Reserve System appears to have 
in it enough elasticity and adaptability 
to meet all ordinary conditions and what 
it appears to need above all things is not 
investigation and amendment but time 
to develop well-defined traditions, habits, 
and customs free from political interfer- 
ence. More than anything else we need 
to develop a tradition of non-interfer- 
ence with the board and Federal reserve 
banks. 

The only important place at which the 
United States Senate need be on the 
alert is to see that the President ap- 
points to the board men eminently quali- 
fied to be members and then see that the 
board is kept entirely free from every 
suggestion of political taint. Probably 
no one is better qualified to propose con- 
structive amendments to the system than 
the board itself and they should be 
trusted to do it. Certainly no one is in 
a better position to gather the necessary 
evidence bearing upon banking prob- 
lems than members of the board, and 
there is no reason to believe that they 
are not sufficiently capable and high- 
minded to perform their functions prop- 
erly in every respect. The writer be- 
lieves most firmly that no one thing 
could be more beneficial to the system 
than to develop a strong policy of non- 
interference. 

This is the second and concluding in- 
stallment. The article began in the 
June number of the JOURNAL. 
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The New Hook-Up 
with Germany 
(Continued from page 47) 


financing and affiliation may be a 
steady movement of American capital to 
Germany for productive employment 
without greatly jeopardizing foreign 
markets which indeed are already lost to 
European competitors. It may mean a 
slowing up of American exports of 
manufactured goods to Europe but a 
quickening of this country’s export trade 
to Central and South America. As for 
the Far East, the prospects for trade 
in China and Japan are none too bright 
but in the long run American indus- 
trials will probably gain more than they 
will lose in any split up of territory with 
German affiliated companies. 

The whole scheme has many things to 
commend it. With $1,000,000,000 of 
American capital seeking investment 
each year abroad, it will undoubtedly 
seek the market that offers the best re- 
turn. Germany seems to offer such a 
market. Every dollar invested in Ger- 
man industry is presumably creating a 
broader market for a wide range of 
American raw materials, to say nothing 
of the increased field for certain Ameri- 
can specialties like cash registers, type- 
writers, etc., which because of their 
highly technical nature will remain pri- 
marily an item of American export to 
Germany in spite of all tendencies to- 
ward amalgamation that may take place 
in other industries. 

The most pronounced development in 
this new field of financing is likely to 
be manifest first in those commodities, 
such as chemicals, as are hit hardest by 
the new American tariff now under con- 
sideration by Congress. The German 
rayon plants recently established in this 
country are also a direct indication of 
this tendency. The purchase of the 
German Opel Motor Works by General 
Motors and the establishment of a 
branch factory in Germany by Henry 
Ford are large developments in the 
other phase of this development which 
have recently received widespread atten- 
tion. Many other arrangements of this 
character are now pending between 
American and German industry and the 
banking organizations handling the 
negotiations stand to make fine profits 
from their part in bringing such firms 
together. 


Know Your Library 


AN efficient library, properly oper- 
ated, is a service factor without 
which any successful service organiza- 
tion today cannot long continue. 

The American Bankers Association 
maintains at its headquarters an effi- 
ciently operated library for the use of 
its members. Its resources are for your 
use and may be had for the asking. If 
you wish statistics or information on 
any banking or related subject, write to 
the Librarian of the American Bankers 
Association, 110 East 42nd Street, New 
York City. 
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Investment Cycles 


Many investors from time to time favor almost exclusively 
certain types of investments—either senior obligations such as 
bonds or debentures, or junior securities such as preferred or 


common stocks. 


Regardless of changing “fashions” in the 


investment field, however, sound principles demand a high 


degree of diversification. 


Through our originations of all classes of investment securities, 
we can offer to our clients a completely diversified list, includ- 
ing Municipal Bonds of several states, Corporation Bonds, 
Joint Stock Land Bank Bonds, Land Trust Certificates and 
and Preferred and Common Stocks. 


We shall be glad to assist you in the proper 
diversification of your investment account. 


OTIS & CO. 


Established 1899 
CLEVELAND 


New York 
Denver 
Louisville 


Chicago 
Kansas City 
Colorado Springs 


Philadelphia 
Toledo 


Cincinnati 
Columbus 
Massillon 


Detroit 
Akron 
Canton 


MEMBERS: New York, Chicago, Cleveland, Detroit and Cincinnati Stock Exchanges, 
Chicago Board of Trade, New York Cotton Exchange and New York Curb Market 


The Influence of Aviation on Business 
(Continued from page 48) 


Anyone who will carefully examine 
the records of accidents, as quoted in the 
newspapers of today, will find that the 
great majority occur in planes which 
are not flying over regular transport 
or air mail airways, and frequently it 
will be found that such planes are flown 
by other than regularly licensed trans- 
port pilots. 

Accidents will occur, as happen in the 
operation of railroads or on the bus 
lines of the country, but the public will 


soon find out for itself that the propor- 
tion of these accidents on properly op- 
erated air routes makes the risk of fly- 
ing no greater than other accepted 
methods of transportation. 


Survey Shows Savings 


I HAVE had several interesting items 
brought to my attention concerning 
the effort of modern business houses in 
examining possibilities of the use of the 
air mail, and transportation in general. 
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UBSTANTIAL dividends in the shape of 


public confidence and good will come to 


the bank that provides adequate protection 
for its depositors’ funds. Our Bankers’ 
Blanket Bond, through the broad coverage 
it affords, is a most effective means of secur- 
ing such protection. 


Consult our agent in your city today. 


United States Fidelity 
and Guaranty 


Company 
BALTIMORE MARYLAND 


Over 8,000 Branches and Agencies in United States and Canada 


ANY WINDOW 


MADE PERFECT 


Any steel or wooden window, Athey equipped, 
raises and lowers smoothly and easily, yet is abso- 
lutely draft-tight when closed. A large Chicago 
building saved $3500 in coal the first year. The in- 
stallation of Athey Weatherstrips cost $4900 and 


will last the life of the building. 


When cold air enters the window, more fuel goes 


in the fire door. 


Athey Shades let in the light and eliminate the glare. In- 
stantly adjustable to shade any part of the window. 


Cloth-Lined Metal Weatherstrips and 


Athey Window Shades 


26 of the most modern skyscrapers in 
Detroit are equipped with Athey Shades. 


Send for Latest Catalog 


ATHEY COMPANY 


6079 West 65th St. 


CHICAGO 


_ Representatives in all Principal Cities. 
In Canada: Cresswell-McIntosh Reg’d., Montreal and Toronto 


I am informed that the banks of Los 
Angeles save some $500,000 yearly 
through the use of air mail—shortening 
the time securities and bank paper are 
in transit. 

The amount of capital arriving in 
New York in a year has been estimated 


at $17,200,000,000. If only 1 per cent of 
this were saved in interest, it would 
mean $172,000,000 per year. 

_ According to a recent survey made by 
a Los Angeles dry goods company, it 
was shown that air transportation makes 
it possible for them to carry a much 
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smaller inventory and fewer items in 
the inventory, covering their needs by 
air mail orders and air transportation 
deliveries. Their survey also established 
that special seasonal sales increased 
during the last two years through their 
ability to order and receive quickly cer- 
tain stocks which unexpectedly became 
exhausted. They further have shown 
that there is a considerable saving by 
using air mail reports instead of more 
expensive methods of communications. 

Following the survey mentioned above, 
the local retailers’ association, I under- 
stand, notified the air mail carriers that 
they would cooperate fully in using air 
mail. 


The Industries Benefited 


HE moving picture industry has 

greatly benefited, particularly 

through emergency supply of costumes, 
clothing, etc. 

Trades dealing in luxuries and fash- 
ions, models from abroad and similar 
items, have been among the first to real- 
ize the advantages of this new method of 
communication and transportation. 

In the machinery business and in 
small factories, machines are no longer 
idle from the necessity of awaiting parts 
in cases where the air development is 
utilized, or at least such losses in time 
are reduced to a minimum. 

There have been numerous instances 
of important business negotiations 
which have been satisfactorily concluded 
by the assembling of the important per- 
sonalities quickly. 

We have had in our own organization 
numerous instances of this great advan- 
tage of annihilating to a degree space 
and time. 


Will Change Our Mode of 
Living 

ees of the other interesting results 

of this new development are the 
change in relationship in the positions 
of commercial centers. New York City, 
for instance, is being brought two and a 
half days closer to the Pacific Coast. 
Chicago is being shoved up to within 
ten or eleven hours of New York. It 
was found by an actual analysis that 
this change in relationship has 
particularly affected publishers, pho- 
tograph service, jewelry houses, manu- 
facturers of small tools, parts, supplies, 
instruments, etc., and as the business 
world realizes the advantages this list 
will grow. 

The day will come when (taking an 
example from a land of great distances) 
Los Angeles and San Francisco will be 
neighbors on the basis of New York and 
Philadelphia. It does not take a great 
deal of imagination, under such circum- 
stances, to realize that not only will this 
affect a few specialized industries, but 
there will be no business and hardly any 
personal relationship that can escape the 
foregone conclusion that the safe and 
sound expansion of this great new phase 
of civilization will revolutionize our ideas 
and change our methods of living, as 
has happened in the past with the de- 
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velopment of the railroad and the auto- 
mobile. In fact, I carry with me under 
ample reserve and within specified limits 
a picture of the air development as a 
combination of three great industries, 
well known today. The air development 
is a combination of railroads, steamships 
and the automobile. 

Air transportation and the evolution 
of the industry will not replace in any 
way within our time any one of the in- 
dustries mentioned, but its possibilities 
can best be understood by realizing that 
it has certain potential factors which 
are part and parcel of these three great 
developments, and what aviation will be 
in this or any other country depends 
solely on the ability of those who are 
responsible for its development—finan- 
cially and practically, physically and 
theoretically—to assemble these elements 
conservatively and to develop them in 
the air, with their eyes on the stars and 
their feet on the ground. An exact in- 
terpretation of this last statement may 
seem to be the description of an acro- 
batic stunt, but I am convinced that it 
is the only formula which will result 
in the satisfactory evolution of the 
aviation effort, with the avoidance of 
considerable embarrassment, financial or 
otherwise. 


Chicago Gets a Call 
Money Market 


(Continued from page 59) 


for the general acceptance of this rate 
is that both lenders and borrowers think 
that it is fairly and skillfully fixed. The 
skill is owing to the information which 
the Stock Clearing Corporation has con- 
cerning the money market.” 

The amendment to the state law per- 
mitting Illinois to compete with New 
York for funds imposes upon Chicago 
a duty as well as giving Chicago an op- 
portunity to build a money market that 
is intelligently managed and will deal 
equitably with all concerned. Such a 
money market should be a source of 
reliance and profit to every banking and 
financial institution and economic and 
industrial interest in the Middle West. 


Can Compete for Funds 


T HE development of a_ security 
market in Chicago has, up to this 
time, been definitely limited by the avail- 
able supply of funds for collateral loans. 
Under the new legislation this market 
can compete for funds from an unlimited 
territory where formerly it was not only 
restricted to local credit, but found this 
credit withdrawn to New York by the 


more attractive rates which were 
permitted in the New York money 
market. 


The financial value of a larger liquid 
market for funds in Chicago cannot be 
doubted because fundamentally the 
soundness of any banking or investment 
business rests upon liquidity. The new 
call market will make it possible for the 
unused surplus funds of the banks in 
Chicago and the correspondent banks 
throughout the middle west to have a 
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Constant growth over 
a period of years is the 
surest criterion of the 
integrity of a com- 
pany and the worth 
of its product. 


Chemical’s product 
in its 105 years of 
constant growth 
has been true help 
to its depositors. 


CHEMICAL 
BANK 


TRUST COMPANY 


Main Office: 165 Broadway 


ready market nearer home. When these 
funds are wanted for the ordinary uses 
of business they can quickly be obtained 
and the Chicago market can thus absorb 
a larger part of the seasonal demands 
for money and credit for general busi- 
ness from all parts of the territory trib- 
utary to Chicago. The banks in Chicago 
and throughout the Middle West will be- 
come better acquainted with the sound 
securities which have a ready market 
and furnish the best of eligible collateral 
for call loans. 

This very development will discourage 
or make it unnecessary to invest funds 
that are temporarily idle in non-liquid 
capital to such a large extent as has 
been the case in the past. With a larger 


supply of liquid funds in Chicago readily 
accessible to all those who contribute 
these funds there can be little doubt that 
merchandising, manufacturing and farm- 
ing interests will likewise benefit. 


Through British Eyes 


- spite of the fact that the banking 
authorities in the United States are 
not unanimous as to the means to be 
employed to reduce the credit absorbed 
by Wall Street, there are indications that 
such a result may be achieved, although 
the situation undoubtedly presents many 
difficulties says Barclays Bank, Ltd., of 
London, in its monthly review of busi- 
ness conditions. 


AMERICAN BANKERS ASSOCIATION JOURNAL 


May We Design Your Fixtures 


or cooperate with your architect? 


A FREE SKETCH AND LAYOUT SERVICE for those who 
know the value of dignified and durable bank fixtures. 


Send measurements or floor plan, and we will submit a complete 
layout of NEWMAN BRONZE WORK, with estimates of cost 
covering bronze, steel, glass, marble, etc., necessary for the installation. 


.... No obligation, of course. 


Pictured is our installa- 


tion in the Columbia Na- 
tional Bank, Washington, 
D. C. 


Catalogs of bronze bank 
fixtures mailed upon request. 
Correspondence invited. 


Tue Newman Mec. Co. 


Dept. B-F 


CINCINNATI, O. 


amd Ahouldeors 
them / 


OLMES 
ROTECTION 


More than nineteen out of every twenty banks 

in New York, Philadelphia and Pittsburgh have 

investigated and now use Holmes Electric Pro- 

tection — need we say more? Holmes stands 
head and shoulders over them all. 


Holmes Electric Protective Company 


NEW YORK 
370 Seventh Avenue 
Pennsylvania 8100 


Canadian Business Conditions 


| pare all parts of Canada there are 
satisfactory reports concerning the 
high level of business activity, although 
there are a few lines, such as automo- 
biles, where the mid-summer recession is 
beginning to be felt, according to the 


PHILADELPHIA 
11th & Sansom Streets 
Pennypacker 1500 


PITTSBURGH 
723 Liberty Avenue 
Atlantic 3400 


Royal Bank of Canada. Building con- 
tracts for the first five months of the 
year exceeded the high records made in 
1928; iron and steel production is at a 
maximum, and flour mills are turning 
out a larger volume than in recent years. 
The mining statistics for the first quar- 
ter of the year show a substantial gain. 
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When Customers Object 
(Continued from page 59) 


the expenses of the bank examinations, 
entertainment, advertising, etc., since the 
account is in no way benefiting therefrom 
and does not require any such expendi- 
tures. On the other hand, the nature of 
the business requires that these expenses 
be incurred and any bank expects to meet 
them. Consequently, it is part of the 
burden of the stockholder in undertak- 
ing the business to stand those items 
and he must pay for them from the re- 
turn his money earns. If the bank is 
conducted properly, there will be profits 
from the deposits handled and it is these 
which are awarded to the owner or stock- 
holder. From this viewpoint it is not 
proper to lump deposits, capital and sur- 
plus all in one sum which is to be han- 
dled in the same way, but rather one 
group meets certain expenses while the 
other meets a different class of expenses 
plus a reasonable profit. This method 
further provides the means of arriving 
at costs which will be absolute, that is, 
no load of general overhead is included, 
which at best is only distributed by esti- 
mate, and the costs may be partially 
checked by testing whether 1000 less 
items would really mean a possible re- 
duction in the corresponding expense. 

“Before computing the activity costs, 
therefore, it is necessary to go over the 
expense records and include in an over- 
head list all costs which cannot be defi- 
nitely allocated to a particular type of 
item. This classification will leave for 
activity costs the salaries, rent, supplies, 
and depreciation on equipment and cer- 
tain sundry expenses of such depart- 
ments as collection, coupon, settlement, 
transit, bookkeepers, tellers and anal- 
ysis. 

“We believe that the cost of loaning 
and investing the funds should be 
charged to overhead rather than to the 
customers’ accounts, and by so doing we 
arrive at conservative cost figures which 
no customer can claim are overloaded. 


66 A FTER obtaining the base cost of an 

account and the activity costs of 
the several kinds of items handled, and 
charging the overhead to the income re- 
ceived on the stockholders’ money, we 
come to the question of what return the 
depositors should allow the stockholders. 
A possible method of determining this 
is to accept the average earnings of the 
member banks in the first Federal re- 
serve district as a basis for calculation. 
According to these statistics the average 
net profits to capital funds for the year 
1926 were 8.2 per cent. Included in this 
percentage are the earnings of trust, for- 
eign, safe deposit and other special de- 
partments so that possibly 6 per cent on 
the capital funds would not be an exces- 
sive figure to use as a fair return from 
the regular commercial banking depart- 
ment. If we take 6 per cent of the aver- 
age capital, surplus and undivided profits 
for the year and divide it by the total 
average collected deposits for the same 
period the resulting percentage would in- 
dicate what should be a fair return on 
any account.” 
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Iowa Comes Back 


OWA is registering a surprising 

come-back. Results of a survey of 

present conditions throughout the 
state conducted by the Iowa National 
Bank, of Des Moines, through a ques- 
tionnaire to which 784 Iowa bankers 
responded, disclose an economic recovery 
as yet apparently unappreciated by the 
rest of the nation. 

“The 784 bankers,” the bank reports, 
“covering every county but one are prac- 
tically unanimous in feeling that the 
condition of the farmer has improved 
over that of a year ago and of five years 
ago. It is their belief that the farmers 
themselves are more optimistic about 
farming conditions than they have been 
in several years. 

“Specifically, several factors account 
for this improved outlook. 

“In the first place, farm profits in 
1928 were definitely higher than in 1927, 
1924 or 1922. 

“One depressing influence in very re- 
cent years has been a surplus of farms 
upon which loans had been negotiated 
before 1922 and where, because of the 
unprofitable course of crop prices, neith- 
er the farmer could maintain himself 
and carry his loans, nor could the land 
be marketed and the loans liquidated on 
other than a distress basis. This liquid- 
ation created what may be called ‘sur- 
plus farms.’ 

“Obviously the beginning of improve- 
ment is in the prices of farm products, 
which give the farmer increased buying 
power and ability to pay his debts as 
well as stimulate the purchase of agri- 
cultural land. This is exactly what is 
happening. 


66 ALTHOUGH farm loans and mort- 

gages stand at about the same 
aggregate in 1928 as in 1927, yet as 
compared with five years ago forty-eight 
counties out of ninety-eight report that 
they are smaller, and forty-five say they 
are the same. 

“The replies indicate that most of the 
farm acreage in Iowa is either clear or 
has only a medium encumbrance and 
that more than one-third of the acreage 
is entirely free. The averages of all 
counties reported on indicate that only 
23 per cent is heavily encumbered and 
this does not mean that the 23 per cent 
is in distress. In many cases it repre- 
sents purchase by ambitious young 
farmers who have bought land with a 
heavy encumbrance which they are suc- 
cessfully reducing, thus paying for the 
property.” 

The results of its survey of conditions 
were summed up by the bank in the fol- 
lowing ten points: 

1. Farming conditions are improved 
over those of a year ago and five 
years ago. 

2. The farmers themselves are more 
optimistic about the future. 

3. Farm profits are higher than last 
year or five years ago. 


4. Farm loan mortgages are less than 
they were five years ago. 


AMERICAN 


S & G Locks 
Guard 


Williamsburg’s 
Savings... 


The customers of the new 
Williamsburg Savings Bank of 
Brooklyn will be protected be- 
yond the remotest possibility of 
danger. For Sargent & Greenleaf 
Time,Combination and Secret Key 
Changing Sealed Key Safe Deposit 
Locks will guard their savings, 
their securities and their valuables. 


ROCHESTER 


Please send me a 
working model 


ers, Tellers’ 
Wickets and 
Cages. 


LLLLLLELLL 


Name 


Address 


City. 


5. Although the principal use of the 
farm loan now being made is for 
renewals, a substantial part is going 
for the purchase of additional land. 


6. More than one-third of the total 
farm acreage is free of encumbrance 
of any kind. 


7. There have been fewer foreclosures 
during the past year than during 
the year ending April 1st, 1928. 


8. Land prices have not changed much 
since 1924. The number of acres 
sold, however, has increased slightly. 
indicating a gradual diminishing of 
the surplus farm acreage. 

9. Live stock and dairy farming where 
the grain raised is fed to live stock 

are the most profitable types of 


| of the S&G Se- 
Vault Doors, cret Key Changing Sealed 
Cashiers Lock- 


Key Safe Deposit Lock. 
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10. 


“The process of recovery,” the bank 
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Halsey McCormack & Helmer 
Architects and Vault Engineers 


A Safe Deposit Lock that is Completely Safe! 


Once installed, the S&G Secret Key Changing Sealed Key Safe Deposit Lock 
need never be removed. Its keys come in a tamper-proof envelope; their blades 
are sheathed in impression-proof metal scabbards. The renter, under the vault 
manager’s supervision, sets his own lock to the key he selects. The receipt card 
he signs is incontrovertible court evidence that his keys bore no identification 
marks when he received them, and that he was first to touch them. NOTE: This 
S &G Lock fulfills in every particular the requirements of the recent resolution 
of the New Jersey State Safe Deposit Association. Investigate—coupon below. 


Sargent « Greenleaf Inc. 


NEW YORK 


Good bank 
locks or 
Vault Day 
Gates, Emerg- 
ency Doors, 
Safe Deposit 
Boxes, rille 
Gates. 


farming and these types are rapidly 
gaining in popularity among Iowa 
farmers. 


Farming is being handled on a more 
scientific basis. Labor-saving ma- 
chinery, the keeping of more and 
better live stock, adherence to a 
regular program of crop rotation 
and building up fertility of the soil, 
the keeping of accurate cost records, 
constant study of farming problems 
and new improvements, indicate the 
beginning of a new era for agricul- 
ture, in which farming may yield a 
higher profit than many of the 
farmers themselves now believe pos- 
sible. 
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‘Bound Papers 
are Safe Papers / 


1 am cashier of a city community bank of $25,000 
capital which made 12% the first 6 months this 
year. | am 40 years old, had 3 years in college, 3 
years in night law school, taken courses in real 
estate and business statistics; student in the A.1.B. 
and married. | am looking for a bigger opportunity 
with 15 years banking experience and a clean record. 
Address Box ‘‘R’’ c/o A. B. A. Journal 


concluded, “has been long and hard. The 
result of the present questionnaire in- 
dicates, however, that like most difficult 
and critical situations, it has increased 
the resourcefulness and is developing 
the capacity of the farmer himself.” 


Mid-Continent 


Conference 


HE Fifth Mid-Continent Trust Con- 

ference will be held in Detroit, Mich., 
Nov. 7 and 8, under the auspices of the 
Trust Company and National Bank Di- 
visions of the American Bankers Asso- 
ciation. Robert O. Lord, president of the 
Guardian Trust Company of Detroit, 
will serve as general chairman of the 
conference. 

Trust companies and banks doing a 
trust business, in the States of Arkansas, 
Colorado, Illinois, Indiana, Iowa, Kansas, 
Michigan, Minnesota, Missouri, Ne- 
braska, North Dakota, Oklahoma, South 
Dakota, Texas and Wisconsin, will par- 
ticipate in its sessions. The meeting 
will be devoted to the consideration of 
the problems of extending trust service. 


Far East Investments 


T HE Far East is assuming a position 
of increasing importance from the 
standpoint of the American: investing 
public, according to a study of the public 
finances of the countries in this area 
which the Commerce Department has 
just completed. 

From 1914 to 1928 inclusive, this 
study shows, nearly a billion dollars of 
American money went into Far Eastern 
issues publicly offered in the United 
States. Excluding the Philippines, the 
total investment in these securities was 
$851,258,000. 
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Bank of England Reforms 


By ROY 


HATEVER be the achieve- 
ments of the Bank of England 
in the past, of international as 


well as national importance, whatever 
reforms it has itself instituted from 
within, especially the valuable work that 
has been accomplished under the gov- 
ernorship of Mr. Montague Norman, its 
organization and methods continue to be 
subjects of attack by critics aiming at 
further reforms. And one of the chief 
criticisms of the management of the 
Bank of England has been the habitual 
and one may say almost hereditary cau- 
tion in a tepid policy which is marked 
by what appears to be a distinct dis- 
taste for anything in the nature of dras- 
tic change. 

Now that a Labor Government is in 
power one of the new implications is 
that there will be a majority in the 
House of Commons in favor of the pro- 
motion of a scheme for reform. There 
will be, in fact, two schemes. There will 
be that put forward by Mr. Keynes in 
the Liberal Industrial Inquiry, and which 
includes the control of the credit system 
by a central bank, and that it should be 
exercised more deliberately and syste- 
matically than before. 

Then there is Mr. Snowden’s scheme 
as set forth in “Labor and the Nation,” 
in which, as voicing the general opinion 
of the Labor Party, the contention is 
made that the Bank of England should 
be “directly” under public control and 
that its governing body should be “made 
responsible to the community and not 
merely to individuals,” for which pur- 
pose it is proposed that the directors 
should include representatives of the 
Treasury, the Board of Trade, industry, 
labor, and the cooperative movement. 
But the main point of contention, as in 
the Liberal scheme, concerns the consti- 


HOPKINS 


tution of a central bank. While agreeing 
that it is desirable that the central bank 
“should be free from political pressure 
and should be conducted solely on lines 
of prudent finance,” the Labor Party 
considers that the interests of the pub- 
lic in a central bank are so great that its 
court of directors should be of a widely 
representative character. They would 
therefore broaden its constitution, and 
while excluding political representation, 
would include on the board men of wide 
knowledge of financial affairs and of 
trade and industry. 


A® to the cases for reform, one of the 
most important, perhaps, made so 
far, are those which have been put for- 
ward in the report of the Liberal Indus- 
trial Inquiry. Whatever may be said, 
or felt in connection with criticism in- 
spired by a political creed, the names 
comprising this small committee stand 
out prominently among the leading 
economists of the more practical school, 
and include such men as Walter Lay- 
ton, editor of “The Economist,” and 
J. M. Keynes. The proposals briefly are: 
(1) That dividends to the shareholders 
of the bank should be fixed permanently 
at their present figure, which figure 
should, however, be guaranteed by the 
whole assets of the bank. Surplus prof- 
its should normally be retained within 
the bank as they are now and used to 
increase its financial strength. In the 
last resort, however, any surplus profits 
which were not required for this pur- 
pose should belong to the Treasury. The 
framers of this proposal add: “We at- 
tach great importance to the financial 
strength of the Bank of England, and 
we think that the policy of further 
strengthening it would be facilitated by 
the removal of any suggestion that the 
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great profits of its privileged position 
are being accumulated for the ultimate 
benefit of private persons.” (2) The 
court of directors, which is at present 
an unwieldy body, should be substan- 
tially reduced in size, and the method of 
appointment and the qualification of di- 
rectors reconsidered. (3) The recent 
practice, by which the governor held 
office for much longer than the old term 
of two years, should be formally ap- 
proved, the term of office bemg fixed at 
five years renewable for a further five 
years. (4) The cooperation between 
the Treasury and the Bank of England, 
which has inevitably become much closer 
than it was in pre-war years, should be 
expressly provided for in the inner man- 
agement of the bank. 

It may be said of these proposals that 
they err on the side of moderation. So 
far as the first proposal is concerned 
there is no limitation to the profits 
which can be earned and distributed to 
the bank’s shareholders; though in ac- 
tual practice dividends have been main- 
tained at a fairly even rate for some 
years past. So far as profits arising 
from the great war were concerned they 
were returned to the government. So 
that there is nothing that can be re- 
garded as revolutionary in this proposal. 
The second proposal is one which would 
meet very little, if any opposition; the 
third may be regarded as too conserva- 
tive. Walter Bageshot, one of the fore- 
most writers on finance England has 
ever known, who suggested many re- 
forms of the Bank of England which 
were largely followed, believed that the 
appointment of a permanent Deputy- 
Governor would give “the decisions of 
the bank that foresight, that quickness 
and that consistency in which these deci- 
sions are undeniably now deficient.” 
Such a course might not be prudent un- 
less a definite age of retirement were 
fixed; but a Deputy-Governor might be 
appointed with fairly wide powers for, 
say, a term of fifteen years, with power 
to the court to retire him at the end of 
each five years. 


fen fourth proposal is perhaps the 
most interesting of all. Indeed it is 
difficult to see why there should be any 
reluctance to‘define and make public the 
nature of any liaison between the Bank 
of England and the Treasury. Many 
transactions of course must be veiled in 
secrecy if they are to be successful, but 
when the bank is operating in conjunc- 
tion with the Treasury, inconsequent 
rumor, the vivid imagination of con- 
jecture can easily be stopped by a state- 
ment in the House, or if need be, by 
issue of a White Paper. The appoint- 
ment of a Treasury director would save 
the Treasury from being placed at a 
disadvantage in dealing with bank offi- 
cials through the absence of a definite 
and defined position. 

Mr. Snowden, the Chancellor of the 
Exchequer, and Mr. Graham, presi- 
dent of the Board of Trade, may sub- 
mit a scheme embracing these and 
other proposals which the Labor Party 
will regard as likely to meet with the 
support of the majority in the House of 
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Commons, it is hardly likely that they 
can rely on the whole-hearted support 
of the Liberal Party for their full pro- 
gram of reform. But the Liberal Party 
is pledged to changes and with the spirit 
of reform in the air the public will not 


take kindly to tactics by Lloyd George 
or any one else which might thwart the 
desires of progressive people for provid- 
ing the Old Lady of Threadneedle Street 
with improved machinery to meet the 
increased demands for her products. 
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Condition of Business 
(Continued from page 68) 


for the financing of crop movements. 
Hence any further dramatic develop- 
ments in the money situation are likely to 
be postponed. 

One of the most encouraging signs of 
the future is the outcome of the Paris 
conference on German reparations. The 
importance of this factor to banking and 
business is pointed out by Francis H. 
Sisson, vice-president of the Guaranty 
Trust Company of New York. 


Very Optimistic 


HE commercial world,” says Mr. 
Sisson, “is very optimistic over 
what is believed to be the final settle- 
ment of the reparations question. The 
uncertainty regarding the outcome of the 
meetings of the Experts’ Committee has 
had a retarding influence on business in 
many of the leading countries of the 
world; but, when the signatures of all 
the members of the Committee were af- 
fixed on June 7, business in these coun- 
tries took on a more confident air. Of 
course, the mere agreement of the Ex- 
perts’ Committee by no means binds the 
nations represented, but it is difficult to 
believe that the painstaking efforts of 
the Committee since February will be 
discarded by legislative action. The 
reparations problem has had a compli- 
cated and varied history, and the knowl- 
edge that this monumental question has 
been definitely settled should certainly 
permit the process of economic recovery 
in Europe to progress more rapidly. 
“The achievement of this great step in 
international readjustment should not be 
permitted to blind us to the many other 
problems that lie before us. The United 
States, as the chief creditor nation of the 
world, has a vital stake in the welfare of 
Europe; and the international financial 
relationships growing out of the war 
will require careful handling for many 
years. It would be easy to dismiss the 
matter with the careless assertion that 
the United States, with its vast wealth, 
could easily afford to cancel the war 
debts entirely, or could facilitate the 
difficult task of repayment by freely ad- 
mitting foreign products of every kind 
into this country without let or hind- 
rance. But such an obvious solution would 
fail entirely to take account of the ulti- 
mate effects. On the other hand, the 
blind fear of foreign competition must 
not be allowed to drive us into equally 
grave excesses in the other direction. 
“There is also an abundance of diffi- 
cult questions to be settled in our own 
purely domestic affairs: The credit situ- 
ation resulting from the abnormally 
large gold stocks in this country; the 
problem of checking the alarming growth 
of state and local taxation and indebted- 
ness; the new relations between govern- 
ment and business made necessary by 
the increasing size of industrial, com- 
mercial, and financial enterprises; the 
labor problem, which has presented com- 
paratively few difficulties in recent years, 
but which will become more difficult in 
case of a recession in business activity; 
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the perennial railway question, with its 
many aspects; and the maladjustments 
in our economic structure due to the 
swift mechanical and industrial changes 
of recent years. There are certain groups 
that have not shared in the general pros- 
perity so abundantly as the others. It is 
to the interest of every industry and 
every economic group that prosperity 
should be distributed as widely as possi- 
ble, since depression in one line hampers 
expansion in every other. In some cases 
the difficulty is due to the over-expansion 
of productive equipment; in others, it is 
occasioned by a shifting of demand from 
some commodities to others; while, in 
general, it may be said that the growth 
of large-scale production and distribution 
has made it increasingly difficult for the 
small enterprise to survive. 

“For the most part, these difficulties 
are due to the very progress that has 
contributed to our prosperity. We are 
passing through a second Industrial 
Revolution, which, like the first, will im- 
measurably enhance our welfare; but 
which, again like the first, entails re- 
adjustments of a painful and difficult 
sort. Our success in recovering from the 
pains and diseases of growth will depend 
mainly on our ability to appreciate the 
real nature of the changes that are tak- 
ing place, to recognize that they are in- 
evitable, and to adjust our activities and 
methods to them as quickly and smoothly 
as possible.” 


An Appreciation 


HE Bulletin of the Washington State 
Bankers Association recently carried 
the following: 

“We have had occasion from time to 
time to direct the attention of our mem- 
bers to special articles in the American 
Bankers Association JOURNAL. We take 
pleasure again in repeating what we 
have said before, that no banker can 
afford to miss a single number of the 
JOURNAL. It ought to be on the desk of 
every banker and it ought to be read by 
him. 

“In the issue of May, 1929, the leading 
article is written by Col. Leonard P. 
Ayres—‘The Invisible Banking System.’ 
We are not always able to agree with 
the economist and sometimes we are a 
bit impatient with him because of the 
‘ands’ and ‘ifs’ and ‘buts’ that qualify 
his statements. However, the article 
referred to seems to come to some defi- 
nite conclusions. In the syllabus of the 
article we find the following: 


“ ‘Credit Inflation Manifests Itself in Turn- 
over of Deposits. American Method of Oper- 
ating Call Money Market Considered Respon- 
sible for Phenomenon of Great Unofficial 
Financial Structure which is Believed to 
Present Serious Situation. 


“Tt is refreshing to find conclusions 
definitely stated with reference to a 
situation that is as much discussed and 
as little understood as the present money 
market, and the reasons for the fluctua- 
tions that occur from day to day in the 
financial situation, particularly mani- 
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The Value of Ideas 
Plus Credit 


DRAMATIC presentation of the 
A value of ideas and the func- 

tions of credit was given by Ed- 
ward C. Stokes, chairman of the board 
First-Mechanics National Bank, Tren- 
ton, N. J., before the New York State 
Bankers Association Convention in To- 
ronto. 

“The great western plains,” he said, 
“largely composed of what was the 
Louisiana purchase” by Jefferson, were 
bought for a little less than two cents 
an acre. Today that section is the 
granary of the world. It feeds about 
one-third of the people of the globe, and 
turns out annually in harvests and crops 
some $10,000,000,000 to $16,000,000,000. 
This transaction from pennies to billions 
was all done by credit, by loans made 
to railroads to traverse this section and 
to the man who squatted on a homestead 
claim and borrowed money to build a 
little shack, buy machinery, cultivate the 
land and buy the seed to plant. Without 
this credit accommodation no community 
could prosper. Banks, therefore, are 
just as necessary to the prosperity and 
welfare and growth of the community 
as a reservoir is for its water supply. 


banks and the credit 
they provide the business man, 
manufacturer and farmer, enabling 
them to do business, furnish employment 
and pay wages, there would be less em- 
ployment, a small aggregate of savings 
and consequently less to be deposited by 
wage earners in the banking institutions. 
The wage earners, therefore, are more 
interested in the credit facilities fur- 
nished by banks through which they are 
provided employment and wages than 
they are in the interest paid by banks 
on deposits. The most important func- 
tion a bank performs is in furnishing 
cheap credit to the employer, whether 
farmer, manufacturer or business man, 
so that he can do business and pay 
wages. 

“This is the fundamental function of 
a bank, portraying its helpfulness to the 
community in which it is located and the 
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spirit of humanitarianism with which 
it aids its fellowmen. The vitalizing 
force of American progress has been 
credit. 


al ag is no wealth per se except 
in a few fundamentals like gold, 
silver and anthracite coal. There is no 
wealth in this hotel or any of the houses 
or lands or lots at Toronto or its fac- 
tories. The wealth of Toronto lies in 
the brains of its citizens and if all of 
the people of Toronto left here today 
and no one ever returned to take their 
places, Toronto as a deserted city would 
not be worth the attention of the tax- 
gatherers. Its wealth would depart 
with the brains of its departed citizens. 
Wealth is a matter of ideas. 

“Go to some country cross-road and 
enter a blacksmith’s shop and there is 
the blacksmith, a study, a specimen of 
physical manhood. He takes a piece of 
iron worth $30 a ton and heats it, puts 
it on the anvil and he stamps it with his 
idea that he calls a horseshoe worth $300 
a ton—value of the raw material, $30 a 
ton, value of the blacksmith’s idea $270. 

“The cutlery man stamps it with his 
idea that he calls a knife blade, worth 
$600 a ton—raw material worth $30, 
value of the cutlery man’s idea $570. 
Then the watchmaker takes it and 
stamps it with his idea which he calls 
a watch spring worth $3,000 a ton— 
value of the raw material is still $30; 
the worth of the watchmaker’s idea is 
$2,970. 

“Then, the Roeblings at Trenton take 
it down and draw it through steel dies 
until it becomes so fine that it cuts the 
dies, and then they draw it through the 
hardest substance in the world, dia- 
monds, until it becomes thirteen times 
finer than a hair and a ton of it reaches 
four times around the earth, and it is 
worth $150,000 a ton—raw material $30; 
value of the idea, $149,970. 


66 _—— a hundred years ago, there 

was a man over in France who 
had an idea. He had only sixty cents 
in his pocket. He bought a few brushes 
and a little paint and a piece of canvas 
and he painted on it his idea and called 
it The Angelus and when you looked at 
it, you could almost hear the vesper 
bells ringing in the evening twilight. It 
sold for $105,000—raw material sixty 
cents; wealth of Millet’s idea $104,- 
999.40.” 


Transit Numbers 
By F. W. HEATHCOTE 


Te enormous growth in the use 
of bank checks during recent years 
has necessitated the perfecting of 
elaborate means for the handling of 
these items in large volume. This may 
not be so apparent in the small country 
bank, but in a large city bank, acting 
as correspondent for many other banks, 
the efficient and prompt handling of 
transit items presents serious problems. 

It is necessary that such items shall 
be presented at the final place of pay- 


SWe _ 
| 
SAVE 


July, 1929 


ment as speedily as possible; but it is 
also important that a proper record shall 
be kept at each bank through which an 
item is passed. This is particularly im- 
portant because of the ever-present pos- 
sibility of loss in transit, theft, or de- 
struction by fire. The theft or loss of 
mail has become a serious problem con- 
fronting banks, making it all the more 
necessary that each forwarding bank 
shall have in its files sufficient descrip- 
tion of each item that recourse may 
be had upon a prior endorser, or that a 
duplicate may be obtained from the 
maker. 

Outgoing transit or remittance letters 
between banks are usually made by ma- 
chine, the information being recorded by 
means of numbers. Each bank is as- 
signed a number by the American Bank- 
ers Association, and in addition many 
banks assign numbers to their heavy de- 
positors, such numbers being incorpo- 
rated in the endorsement stamps of the 
depositors. 


Throws an Added Burden 


OINCIDENT with the increase in 
the use of the bank check, there has 
developed a tendency toward the print- 
ing of special checks by or for certain 
customers, until such special checks con- 
stitute a very large proportion of the 
total. Many of these special checks are 
printed by customers, without reference 
to their bank, while others are purchased 
by the bank on behalf of the customer. 
A serious situation has developed by 
reason of the failure to incorporate on 


many such special checks the American 
Bankers Association transit number of 
the bank upon which drawn. This omis- 
sion seriously interferes with the prompt 
preparation of outgoing transit letters, 
no doubt in many cases resulting in fail- 
ure to catch trains, with consequent de- 
lay in final presentation, and increased 
risk of loss. 

This omission also throws an added 
burden upon receiving tellers, because 
it is quite desirable that checks listed 
upon a deposit ticket shall show the 
transit number or name of the bank 
upon which drawn. 


Will Reduce Losses 


. is possible that in the case of many 
special check forms purchased by cus- 
tomers, independently of the bank, the 
meaning and need of the transit number 
is not understood or appreciated by the 
customers. It is also noticed that some 
of the large public utility corporations, 
in printing their own special checks, 
very frequently fail to incorporate the 
bank transit number. 

The purpose of this article is to sug- 
gest that every bank inspect the checks 
drawn upon it by its customers and to 
insist that all checks shall invariably 
include the transit number of the drawee 
bank. 

Careful and prompt attention to this 
subject on the part of every bank in the 
United States will do much to relieve the 
operating problems of all banks, and 
should reduce the possibility of cash 
losses. 
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Going to the Convention? 


FTER an interval of three years the 
American Bankers Association again 
goes to the Pacific Coast for the annual 
convention at San Francisco, September 30 
to October 3. Like the Pacific Coast Con- 
vention of 1926, which was held in Los 
Angeles, much of the discussion both within 
and without the halls will have to do with 
the transition through which banking is go- 
ing. 

It promises, therefore, to be a convention 
of more than ordinary interest, and neces- 
sarily a convention of more than common 
opportunity for the average banker. 

“What do the present trends of banking 
and of business in general mean to me and 
to my bank?” is the common question. 

“Do they present an opportunity for me 
and for the community I serve? Are they 
trends inimical to the best interests of my 
bank?” 

“If there is to be new legislation where 
will that leave me?” 

And of at least equal importance in all 
cases—of greater importance in some cases 
—is the subject of bank management. 

Bank management, which has loomed up 
this year as never before, will bring to the 
convention many a man eager to check up 
on what he is doing and eager also to find 
new ideas which may be adopted with profit 
to his institution. 

So we think that this will be a convention 
among conventions! 


Then, too, the pleasurable possibilities gf 
this meeting are worth consideration at the 
hands of bankers in every state of the union, 
but especially in the states East of the 
Rockies. 

The trip to and from the convention 
offers many opportunities for sightseeing, 
and California itself has many places and ob- 
jects of intriguing interest. Suggestive of 
all this are four pages of pictures in the 
present issue of the Journal—not confined 
alone to San Francisco, the convention city, 
but chosen with the thought of suggesting a 
few of the many things of interest in the 
Golden State which delegates might wish to 
see either before or after what we think is 
going to be a great convention. 


San Francisco itself is fascinating, be your 
interest what it may. In the pictures re- 
ferred to, consider the bit of scenery over 
the caption, “San Francisco Bay.” Being 
no pent-up district, this is not the bay 
proper, but an inlet of the bay. Similarly 
San Francisco’s Wall Street does not picture 


the complete financial district any more than 
New York’s Wall Street encompasses the 
whole of the New York financial district. 
In San Francisco, as in New York, there is 
more. 


Little Interest in a Big Debt 


NE of the most curious things of the 

curious age in which we live is ap- 
parently the lack of general interest in the 
European debt. 

Big as is the debt, important as its man- 
agement must be to the welfare of ourselves 
as well as to other peoples, the interest in it 
seems to be perfunctory. The newspapers 
treat it as a matter of major importance, 
judging by the completeness and care with 
which they report all things touching upon 
it, but as far as the discussions of business 
men go, the public seems to be complacent. 
Nothing strange about that, perhaps, but is 
it not strange that in the conventions of 
state bankers associations the debt has never 
been in the forefront of discussion? 

The state associations, it is true, meet to 
discuss banking and business matters touch- 
ing their business and the welfare of their 
depositors more directly, but, after all, this 
debt includes their money and some of the 
money of their depositors and their com- 
munities. 

What, then, is the reason for keeping 
aloof from the subject save as speakers may 
interject it into their discussions here and 
there? 

Well, a slow debt is not always a charm- 
ing subject. Next, there is probably a feel- 
ing of full confidence in the intelligence of 
the government to handle the matter to the 
best interest of all concerned. Yet it is 
nevertheless worthy of record that men of 
money meet in many states for serious dis- 
cussion of the welfare of things financial 
and this great matter is so often left out of 
the program. 


A Place for the Small Bank 
“y WISH to express my appreciation to 
you for two articles, one in the March 
issue and one in April issue of your maga- 
zine,” writes J. J. Speer, cashier of the 
Bank of Lumpkin County, Dahlonega, Ga. 
“The articles are by Gilbert Thorndyke 
and one, ‘Danger Signals for Banks,’ ap- 
pears in the April issue, and I consider it 
really helpful and have read portions of it 
to my directors during regular meetings. 
“Inthe March issue ‘The Menace of 
Over-Banking’ is very informative and per- 
haps even more highly appreciated per- 
sonally than the other article because it 
recognizes a place for the small bank, and 
cites figures to show that the small bank is 
not necessarily more subject to ‘sinking 
spells’ in proportion to numbers or total 
resources than is our larger brother. Not 
that I have anything to throw at the larger 
banks, I wish we could all have large ones, 
at the same time here in Dahlonega we 
could no more support a million dollar 


bank than we could use the Woolworth 
Building, and yet I am very certain there is 
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a definite need of and satisfactory support 
for a well managed bank of moderate size. 

“In your magazine and in other bank 
papers I have read articles which in positive 
terms insinuated that the small bank should 
be frozen out, that it hurt the real bank by 
its perilous position, lack of able manage- 
ment, etc., and yet I have had a sneaking 
idea all the while that in proportion to num- 
bers and to total resources the record was 
not so badly against the smaller institution, 
and now it is very gratifying to have the 
figures compiled for me and presented in 
such good form and at ‘no extra cost.’ 

“Sorry to be so late with my letter, read 
the articles as they came out and left the 
respective numbers of the magazines on file 
for this purpose before putting them away. 

“I thank you for giving space to this type 
of article which have been very comforting 
to at least one of your regular readers.” 


“Let Our Answer Be—’”’ 


N his address as president of the Iowa 

Bankers Association on the occasion of 
the annnal meeting of that association last 
morith Ray Nyemaster of Davenport said: 

“Has the growth of group or chain bank- 
ing been brought about because the inde- 
pendent banker has failed to measure up to 
his obligations, or is it in keeping with the 
general trend of conditions? Is good bank- 
ing a matter of size? I am sure you will 
agree with me that a properly conducted 


small country bank can be just as safe as a 
large city institution with branches. It is 
entirely a matter of management. It is 
better banking. Let our answer be to the 
critics of the unit bank a stricter observance 
of sound banking practices. Let us develop 
a spirit of cooperation and mutual helpful- 
ness among the banking fraternity in cor- 
recting the evils from which the unit bank- 
ing system has suffered.” 


MONG the banks there has been much 
talk of the trouble and extra work to 
be expected during the transition period 
while the new currency is being put into cir- 
culation and the old retired. With cur- 
rency of two sizes in circulation at the same 
time there are likely to be some annoyances. 
But the new currency, while it is new, prob- 
ably will increase the amount of money in 
circulation until public curiosity is satisfied. 
That would seem to be an excellent oppor- 
tunity to educate people to carry a little 
more money with them and to write fewer 
checks for trivial sums. 
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